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PREFACE TO SECOND EDITION 


In this second edition of ADVANCED ACCOUNTING 
PEOBLEIMS most of the problems constituting the earlier 
edition have been redated and conformed to recent develop- 
ments in accoimting practice. Several problems have been 
omitted and twenty-seven new problems have been added; of 
the latter a few will be foimd to resemble those given in recent 
CPA examinations pur- out by the American Institute of 
Accountants. They appear here in their origuial form as 
prepared by the author. Income-tax problems which remain 
are limited to features likely to be retained in the Federal 
income-tax code for many years. 

Although each problem in this book has been solved, in its 
present form by a niunber of accountants, and each solution 
has agreed substantially with that appearing in the companion 
SOLUTIONS volume, the author claims no infaUibility in 
exposition. He will welcome suggestions for both the content 
and form of future editions. 

Acknowledgment should be made here of the helpful com- 
ments from users of the nrst edition. Alany of these com- 
ments have been incorporated in the present volume. 


E. L. Hohues 



PREFACE TO FIRST EDITION 


Anyone who would presume to originate problems for stu- 
dents of accoimting must realize that he fac-es grave difficulties. 
He must express himself in language that cannot be challenged 
as ambiguous : he must draw on a variety of experience if he is 
even partially to cover the field; and his problems, to be of the 
greatest value, must contain many points which are designed 
not merely to test but also to teach. If the problems are to be 
used by examining boards, there are fiudher difficulties, for 
solutions must- be carefully graded; the statement of the prob- 
lem must be interpreted by persons having different back- 
grounds, must- point to a particular and single solution, and 
must be of sufficient general apphc-ation to test fahly the some- 
times speciahzed professional training common to certain sec- 
tions of the coimtry. There is also the element of timing: the 
problem or selection of problems must- occupy the examination 
period, but no more. 

That these objectives underhe the problems in this book 
would be only fair to assert: that indi\idual problems meet aU 
the indicated tests would be a rash claim. What seems clear 
to the author will not impress his reader in the same degiee, for 
each has had a different training and a different experience. 
Words are like theories in that their imphcations vary with 
indimduals. It is imfortimate that no great progress has been 
made in building a common terminology for accountants. 
Language is as important as any other element in a problem. 
Theiefoie, a part of the authors program has had to be con- 
cenied with the constant testing of the diction which he has 
followed. Primarily it has been the language of pubhc 
accounting, because the problems were aimed at prospective 
membeis of the profession and because pubhc accountants are 
being more and more compelled to employ the same words. 

The 134 problems constituting Yoliune 1 of this book were 
derised over a seven-year period commencing in 1930 and end- 
ing with 1936, at the instance of Ivlr. Dmand W. Springer, then 
secretary of the American Society of Certified Pubhc- Account- 
ants. They have been used m the professional examinations 


IX 
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jMany examiners take the position that short problems give 
the candidate a better chance of expressing liimself ; that a long 
problem is easily muffed in the excitement mhich pre^*ails in 
the examination room; and that failure to understand one 
problem does not necessarily mean a nonpassing grade vrhen 
several problems are provided. Other examiners viU say that 
short problems do not adequately test the “ staj-ing” powers of 
candidates; that in actual practice, situations encoimtered are 
complex and many-pointed; and that the candidate’s abihty to 
make a creditable sho^ving in the face of a difficult situation is 
an important qualification for professional fife. In the main, 
the author’s sjonpatlues he with the latter group. Easy 
anal.yses ai'e not wlnat the practical accoimtant, even the 
begmner, faces. Business procedures cannot be interpreted 
and classified by the simple mind. The analysis which 
requii'es patient, sustained eft'ort should be a part of the 
academic trauiing of every practitioner-hopeful. If the 
author continued to have Iris choice as to examination con- 
tent, he would probable select three 2-hour problems for the 
first problem session and one 4- or 5-hour problem for tire 
second. He would assure, liimself, however, that the elements 
making up each problem were many and varied, and he would 
assign to arithmetic accuracy and completeness pf solution 
a grade not in excess of 5 per cent. 

The author hopes that this volume may find use in courses 
in advanced accounting problems, where subject matter the 
equivalent or more of purely professional training coiuses must 
be proidded. The large number of accounting situations 
winch have been crowded into tliis volume, together with the 
solutions therefor which the author has regarded as proper, 
should supply the instructor in graduate schools with a suffi- 
cient amount of material for a number of semesters of seminar 
debate. The two volumes, problems and solutions, would 
thus constitute a species of casebook. 

A good many other controversies have raged at different 
times about problem material of the tipe wliich this volume 
contains, but only two of them need be mentioned here. The 
first has to do vuth stating problems hi ‘ ‘ even dollars. Some 
examiners and teachers nail dishke the odd cents which many 
of these problems contain ; extra time is consumed, they say, in 
copying long dollar-and-cents- amoimts. To tliis the author 
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replies tliat in practice one does not deal only in thousands of 
dollars, that the prospective accountant must not be affrighted 
upon leaving his academic surrounding by figures that imfor- 
tiinately do contain cents, and that a reasonable test of the 
ability' of a candidate to copy, add, and subtract ordinary fig- 
tirc'. extended though they may be, is not to be classed as 
being foreign to the aim of a professional examination. There 
can be extremes, of course. If a candidate is called upon to 
prepare a balance sheet and income statement from a trial 
iiahincc and appended information in tvliich hundreds of 
figure- are involved, the work of copAung might well be simpli- 
fied by the rounding-out process. But problems of that tj-pe 
have been avoided by the author simply because he regards 
.-jK-etl of copying an unimportant working tool of the profes- 
sional accountant. Trial balances, when it has been necessary 
to give them, have been as mercifull}* short as possible, except 
in one or two cases where an object of the problem has been 
statement classification or specific analysis. 

.\nother controversy has centered around the length of 
solutions. In ^'olume 2 conciseness is emphasized. An 
c.xamination room is no place for extended, detailed working 
.-heels nor for schedules of wMch the essential essence can be 
foreseen by lioth examiner and examinee; what is required is 
precisely what t he problem calls for and no more. The author 
has ])ecn watchful in this matter. Tlie student should learn 
to set forth his solution only within the framework wliich tlie 
])roblem indicates. If he is asked merely for a consohdated 
work sheet, it should thereupon be obvious to him that a classi- 
fied consolidated balance sheet is not desired; he should not be 
ambitious to air the superficial knowledge wliich the transla- 
tion to the more formal .statement calls for, but rather he 
should strive to prepare a work sheet in the best possible style 
and finish. Tliis point deserves much emphasis in coaching 
courst>s for the reason that, as examiners ■will testify, enormous 
amounts of time are consumed by candidates in preparing 
u-(dess workinc papers and exhibits. In liis statement of a 
problem the author asks for a form of solution that should 
follow witiiout the preparation of intermediate working papers. 
In two or three instances, as an aid to the instructor, the solu- 
tion includes intermediate papcr.s, but thestudent shouldnot be 
mi-led into thinking that they are essential to his procedure. 
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Problem soh*mg requires a teclmiqiie on the part- of tbe 
student of accoimting that is now and then deplored by practi- 
tioners who look to a mom realistic preparation or test for pro- 
fessional life. A college training for accounting is shon. 
especially where most of it is confined to the graduate school : 
if an undue share of tliis period is devoted to the acquisiTion of 
an anahiic, pencil-tnishing technique that finds no later 
application to the problems encoimtered in practice^ might not 
this time be more profitably spent? To this it may be 
answered that the technique of problem solving is merely a 
step in the direction of professional life. like other pedagogic 
devices, it exists for the pmpose of covering a large field in a 
brief space of time. Until the practitioner has found a more 
practicable device than problems for testing the fitness of 
a.ccoimting neoph^ies, the schools will continue to follow the 
precedents which the profession has established for them. 

Certain problems will be foimd imsuitabie by some instruc- 
tors, particularly those problems invohring a knowledge of 
income taxation relating to past mars. It may be that in 
such instances where the instructor calls for independent solu- 
tions as a pa.rt of the classwork. he will wish to give out in 
advance the proper computation of the tax liability or, perhaps, 
the rates of tax applicable to the years covered in the problem. 

The author wishes to acknowledge his indebtedness to his 
brother. Frank E. Kohler, and to his former associates, Clar- 
ence 0. Alverson (now deceased). Otto Bamngartner. Edvrard 
C. Friedel. Ambrose ]M. Reiter, and E. L. Sandberg, all certi- 
fied public accotmtants in active practice, who prepared first 
drafts of many of the problems and whose injection into prob- 
lem form of ideas gleaned from the practical world has added 
much to the book. To Dean Henr^* T. Chamberlain, and to 
IMessrs. C. E. TThiting andL. A. 'Woodward are due the thanks 
of the author for a careful final review of portions of the manu- 
script. Numerous other professional accotmtants and mem- 
bers of state CPA examining boards have supplied the author 
with helpful criticisms of indi\idual problems. 

If. in the interests of solution compactness, the author has 
not made liis position on any part of the contents of Yolume 2 
sufficiently clear, he will be glad to supply further details to 
any correspondent. 


E. L. Kohi:ek 
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PROBLEM 1 

Statements of In^osstment Cojipant 

The Open Hearth Investment Companj’- is engaged in the 
business of financial promotion, its income being derived from 
underwriting and service fees and from the sale and trading 
of securities. You have been engaged to prepare and certify 
to a balance sheet and profit-and-loss statement. 

FoUovdng is a trial balance of the general ledger on Decem- 
ber 31, 1943: 


Account 


Debit Credit 


Cash in banks and on hand S 374,506.77 

Accounts receivable 67,215.03 

Notes receivable 112,400.52 

Investments 4,090,206.17 

Prepaid expenses 1,645.40 

Cash surrender value of life insurance 

policies 12,533.91 

Furniture and equipment Qess reserve for 

depreciation) 7,232.36 

Notes payable 

Accrued interest 


Accrued salaries and operating expenses. . . 
Capital stock — 7 per cent preferred — 

3100.00 ptiT value 

Capital stock — ^no-par common — 14,634 


shares outstanding 

Surplus 

Profit on securities sold 

Sales salaries and expenses 196,215.95 

Administrative expenses 104,621.69 

Dmdends received 

Interest received 

Financial expenses 105,673.13 

Service charges 


31,333,909.64 

1,956.07 

16,433.73 

500,000.00 

1,265,000.00 

1,619.631.43 

33,403.31 


70,050.00 

40,447.35 

136,413.90 


Totals 


35,072,306.43 35.072.306.4S 


1 
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PROBLEM 1 


A ?chcdule of investments at December 31, 194:3, is detailed 


below : 

Scctirity 

Number 
of Siiares 

How Secured 

Book Value 

Conininr, stocks: 

lircrikcr?; roundn." Co 

500 

Cash 

. ? 46,875.00 

C.illcx Mnnufacturinn Co.. 

200 

SciA-ice and advances. . 

10,210.85 

Dc.'.ddson & Sons, Inc 

1.92.5 

Scrv'icc and cash 

178,062.50 

] n d e DC .0 ci e ‘.n t M.". chi n c r V C 0 . 

23,29.5 

Service .and trade 

. 1,048,275.00 

Jnek' >n Iron & Wire Works 

4.036.5 

Trade 

361,500.00 

Mtrrili M.'inufacturing Co.. 

10G.160 

Trade and scrs'icc 

1,. 592, 400.00 

WnUcr Iron Sc Steel Co.. .. 

3,410 

Cash 

90,806.09 

Preferred stocks: 

Merrill Mannfacturini: Co.. 

26,540 

Trade and Eer\'ice 

663,500.00 

George it- Fo.\ C-o., G} j per 
cent 

50 

C.osh 

2,500.00 

Other ?ecuritic.s — Bonds, etc.: 
Five 1,090 Henderson Co. 


Cash 

4,016.73 

15-ycar G per cent bonds, 
due 1956. 

Mortcr.ce (secured bv 


Trade 

92,060.00 

deed on 640 acres oI Iowa 
farm property). 

Book balance 



84.090.206.17 


It has been agreed that investments are to be valued at cost, 
including reasonable allowances for ser\'ice fees. 

Breakers Foundry Company stock was purchased for cash 
November 25, 1943, at 893.75 per share. An offer of S90.00 
per share was received for the stock on December 2S, 1943, 
which, the president informs you, the compan}'' vill accept. 

For se^^'iccs rendered and expenses incurred during 1943, 
in negotiating a bond issue for Callex iManufacturing Com- 
pany, the Open Hearth Investment Company was paid 300 
shares of Callex stock. Sendee fees taken up as income were 
810.000.00: in addition, expenses wore incurred totaling -85, - 
210.85. One hundred shares were sold at 850.00 per share. 
'Hie current market price at December 31, 1943, Avhich you 
consider reliable, was 855.00 per .share. 

IDuring the reorganization of DaHdson and Sons, Inc., the 
Open ITcartli Iin-estment Company agreed to purcha.se 1,750 
shares of common stock at 892.50 per share. One hundred 
and .<evcnty-fivc additional share.^ were turned over to them 
a.'J compensation for service.'. Rervicc fees of 815,000.00 had 
been previously recorded on the books as earned; an appreci- 
ation oi 81. 1S7.50 was added to bring the price of the sitare.s 
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000 fliare? of preferred of the new organization. Fees and ex- 
]ien<e? of s20.U00.00 charged by the Open Hearth Investment 
Company were liquidated by pajmicnt of 6,100 shares of com- 
mon and* G.5-10 shares of preferred. It was originally intended 
to market this stock at 885.00 per unit consisting of one no-par 
]n-efen-cd .^harc valued at $25.00 and four shares of no-par 
common valued at $15.00 per share. Correspondingly, the 
values of these securities were appreciated on the books. 
r\Iarke1 conditions were responsible for postponing the sale, 
ami th.e management has now negotiated a contract for the 
sale of the stock at $-15.00 per unit, the common shares being 
rcdimed in price to $5.00 each. 

You arc shovm a bona fide offer in writing of $25.00 a share 
for tlie stock of Waller Iron and Steel Company. 

71 le CJeorge and Fox Companj^ stock and the mortgage on 
Iowa property are ^'alucd at cost which fairly reflects market 
■\’alues. 

('ash paid in 194:3 for the Henderson Companj’' bonds in- 
cluded $10,73 of accrued interest winch has been added to the 
value of these securities. The annual report of the Hender- 
son C'ompany shows a substantial balance added to surplus 
after paying dividends on preferred and common stocks. Mar- 
ket value is par. 

Following is an analysis of surplus at December 31, 1943: 


P.iriiriil:ir j Debit Credit 

B.dniice — .T.eiiuary 1, 1013, per hook.*? .$ 110,031.61 

.ie.iniary l.t — Diviiiencl.*; on preferred stock declared 
Di'ci’nihcr 1. 1012, and pay.ablc Decoinber 31, 


.Taimary 1.") — Dividend.s on common stock declared 
1 )t /Tmber 1. 1012. .at .?3.00 per share, p.ayablc 

December 31, 1012 ! 45,000.00 

I'ebmary ! — Ca.**!? .'-•urrender value of life iiicuraiiec 
lioiifies on ofhfer-'' live*^; incrc.ase adju*?t.'= bal- 
ance to Do('( mbe-r 31, 1052 1 420.12 

r.I.'.reb 21 — .tjtpreciaiion on stock of Block C.ast- 

ii\y'\ Inrorp<iraJc,i 5,800.00 

.•\pril 1.) — Diviiii'inP on common slock declared 
.March 21, payable April 1, 1913, .at .S2.00 per 

30,000.00 

2'.'— .tppn'cia.tion of Boyle A- Company stock 11,238.60 

.bin ' 29 Invi'^tnvnt in (I. C. Fonndry Comjiany — 

byiknip'. . 2.5,200.00 

f h :.(h-,iriee<l {o (5. C. Toundrj' CVimpany . .. , 1,318.20 



PROBLEM 1 5 

June 29 — ^Appreciation of stock of Independent 

Machinery Co 501,520.00 

July 6 — Dividends on preferred stock declared June 

29, 1943, payable July 1, 1943 17,500.00 

July 12 — Dividends on common stock declared 
June 29, 1943, payable July 1, 1943, at $3.00 

per share 45,000.00' 

September 11 — ^Appreciation of stock of Merrill 

Manufacturing Co 1,245,000.00 

October 5 — Dividends on common stock declared 
.September 30, 1943, payable October 1, 1943, 

at $2.00 per share 30,000.00 

October 23 — ^Appreciation of Davidson & Sons, 

Inc., stock 1,187.50 

December 30 — ^Bad accounts 22,087.80 

Investment in Hook Machinery Company, bank- 
rupt 28,323.80 

December 30 — Adjustment of cash surrender value 

of life insurance policies to December 31, 1943. . 1,884.40 

December 31 — Balance 1,619,631.43 


Totals $1,878,091.23 $1,878,091.23 


The following summary was prepared from Schedule L of 
the corporation income tax return for 1942: 

Particulars Amount 

Profits per return $227,624.71 

Subtract — Unallowable deductions: 

Donations $ 2,450.00 

Premiums on life insurance policies 14,369.88 

Income taxes paid to United States 27,314.97 


Total unallowable deductions 44,134.85 


Net profit shoAvn by books before adjust- 
ments $183,489.86 

Surplus and undivided profits as shovm on balance 

sheet at close of preceding taxable year 43,157.63 

Unrealized appreciation of investments 45,387.12 


Total $272,034.61 

Dividends paid during taxable year: 

Preferred stock 27,000.00 

Common stock 135,000.00 


Total dividends paid 162,000.00 


Surplus and undivided profite at close of 

taxable year $110,034.61 


On December 31, 1943, the directors voted a 3H per cent 
di^ddend on preferred stock and a dividend of S3. 00 per share 
on common, both payable January 1, 1944. The company 
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liokls 316 shares of its o^\^l common stock which was donated 
several }'ears ago by a shareliolder. Dividends on tliis stock 
were taken up as income. 

Various bank loans totaling $1,250,000.00 are seem-ed by 
21,000 shares of Independent Machinery Company connnon 
stock, 90,000 shares of common and 20,000 shares of preferred 
of IMerrill Manufacturing Company stock. The balance of 
the notes payable are endorsed by officers of the company. 

The income-tax liability for 1943 is $2,176.01. 

An audit of the other accounts reveals them correct, with 
no necessity for adjustment. 

PROBLEM 2 

Division of Federal jVNd State Taxes 

An income tax is le%dcd by the State of Zenith on corporate 
income derived from business done within the State, The rate 
of lax is la of the Federal income-tax rate, and, for 1945, cor- 
porations were assessed pro rata for only one-fourth year. 
The Slate income tax is deductible in computing income for 
Federal income-tax purposes, and the Federal income tax 
(which may be assumed to be 41 per cent), but not the State 
income tax, is deductible in computing income subject to the 
Stale income tax. 

Tlie Bain Company has a subsidiary located in the state 
whose net profit for 1945, before deduction for either iState or 
Fedeml income tax, was .$50,546.81. Included therein is inter- 
comjiany profit of $5,297.15 which will be eliminated in the 
computation of Federal income tax inasmuch as a consolidated 
return will be filed. For the purpose of determining the local 
tax, however, the intercompan}^ profit must be included in 
income. 

Ascertain the amount of Federal and State income taxes. 

PROBLEM 3 

Bai.ancks of Partners' AccouN'rs 

A and R formed a partnership on .lanuary 1, 1943, for the 
purpfise of selling paints, wallpaper, and supplies to painters 
and decorators, each having conlributcd .$25,000.00 cash. The 
partnership agreement stiinilates: 
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(1) That A and B are to receive a salaiy of 85,000.00 per 
j’^ear and that this salaiy is to be considered an expense. 

(2) That each year’s profits are to be diAdded in accordance 
vnth the capital ratio at the beginning of the j'-ear. 

On Januaiy 1, 1945, C paid $30,000.00 for an interest in the 
partnership and it was agreed that A and B were to receive 
annual salaries of 87,000.00 each; that C was to be paid an 
annual salarj'^ of $4,000.00 and was to receive additional com- 
pensation equal to 3 per cent of the net sales to any new cus- 
tomers which he might secm'e; and that the profits were to be 
dhdded between the thi’ee partners in the same manner as in 
the old partnership. 

On January 1, 1947, C, with the consent of A and B, began 
negotiations with D for the sale of his interest in the partner- 
ship. 

You have been engaged by D to determine the correct bal- 
ances in each of the partners’ capital accounts at December 
31, 1946, 

During the course of yom* uiA’-estigation, 3 mu find, in addi- 
tion to the above facts, the following conditions : 

(1) The books have never been audited. 

(2) Salaries, including C’s 3 per cent of certain net sales, 
have been credited periodical^ to partners’ personal accounts. 
Withdrawals have been chai'ged to the same account. The 
partners now agree that their capital accounts should have 
been adjusted at the beginning of each j’-ear bj'- the balances of 
their personal accounts at that date. 

(3) The following entrj'- was made Januaiy 1, 1945, upon 
the admission of C as a partner: 


GoodwUl §30,000.00 

C— Capital §30,000.00 

To record admission of C as partner. 


The 830,000.00 cash paid by C was dhdded equall^^ bj’’ A and 
B vfithout anj’^ entiy hatdng been made on the books. The 
partners now state that it was their intention that C was to 
buy a 30 per cent interest in the net assets of $70,000.00, 
and that the interests of A and B were to be 35 per cent 
each. 
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(4) The folloAving errors were discovered in setting up lia- 
bilities on the books : 


Articles Date Put 

Invoice Date Purchased on Books Amount 


(a) December 18, 1914 — Merchandise — January, 1015 § 3,000.00 

December 2S, 1014 — Auto Truck — Jamiarj’, 1915 2,400.00 

(.a) November 1, 101.5 — Merchandise — Januarj', 1946 10,000.00 

(i)) .Tanuary 2, 1916 — McrchandLsc — December, 19-15 4,000.00 

(.a) December 20, 10-16 — Merchandise — ^.Tanuarj’, 1947 2,000.00 


(n) Inpliideit in Doccmlicr 31 invrntorj- of j-c.nr of invoice nnd in piirclnipcs of foIloH-ing yc.nr. 
(b) Included in December inirchnsea but not in December 31 inventorj-. 

(5) Net sales for 1945 and 1946 were as follows: 


From C’s Other 

Year Customers Sources Total 

19-15 S 50,000.00 $200,000.00 $250,000.00 

19-16 90,000.00 200,000.00 350,000.00 

Total $1-10,000.00 $-160,000.00 $600,000.00 


(6) On January 15, 1947, the partners learned that one of 
their cust omers, whose account at December 31, 1946, totaled 
?6,000.00, had departed for parts unlaiovTi and that the ac- 
count was a total loss. This item has not been adjusted. 

(7) A number of credit memoranda were issued dining the 
first week of Januaiy, 1947, covering returns made in Decem- 
ber, 1946. iVii examination of the inventory sheets reveals 
that these returns, totaling .?6,000.00, were included at cost in 
the physical inventory of December 31, 1946, and that they 
were applicable to C’s customei*s. 

(S) The partners’ capital accounts were analyzed by you as 
follows : 


Parfieul.urs A 

B 

c 

Total 

( Irigiunl con t ribut ion — ^J.'inu- 

un,' 1, 19i:5 .$2.5,000.00 

PnifHs, per hooks — 1913 6,000.00 

$25,000.00 

0,000.00 


$50,000.00 

12,000.00 

B.al.nncc — December 31, 

1913 S.31,000.00 

IVofit-s, i)cr Ijooks — 19 1-1 9,(H)0.(X1 

$31,000.00 

9,000.00 


$62,ono.(X) 

18,000.00 

Bidanco — December 31, 

1914 $10,000.(X) 

AdmFsion of C 

$-10,000.(K) 

$30,000.00 

$80,000.00 

30,000.00 
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Balance — ^Jannarj' 1, 


1945 840,000.00 840,000.00 830,000.00 8110,000.00 

Profits, per books— 1945 12,000.00 12,000.00 9,000.00 33,000.00 


Balance — December 31, 

1945 852,000.00 852,000.00 839,000.00 8143,000.00 

Profits, per books— 1946 15,271.20 15,271.20 11,457.60 42,000.00 


Balance — December 31, 

1946 867,271.20 867,271.20 850,457.60 8185,000.00 


(9) Partners’ pei*sonal accounts have been summarized 
thus: 


Particulars ABC Total 


Salaries— 1943 85,000.00 85,000.00 810,000.00 

WithdraAvals— 1943 4,000.00 8,000.00 12,000.00 


Balance — ^December 31, 

1943 81,000.00 83,000.00* 8 2,000.00* 

Salaries— 1944 5,000.00 5,000.00 10,000.00 


Total 86,000.00 82,000.00 8 8,000.00 

■Withdr.an-als— 1944 10,000.00 . 5,000.00 15,000.00 


Balance — ^December 31, 

1944 8 4,000.00* 83,000.00* 8 7,000.00* 

Salaries — 1945 (including C’s 

extra compensation) 7,000.00 7,000.00 85,500.00 19,500.00 


Totiil 8 3,000.00 84,000.00 85,500.00 812,500.00 

Withdran-.als— 1945 10,170.00 7,6S0.00 7,150.00 25,000.00 


Balance — December 31, 

1945 8 7,170.00* 83,680.00* 81,650.00* 812,500.00* 

S.al.aries— 1946 7,000.00 7,000.00 6,700.00 20,700.00 


Tot.al 8 170.00* 83,320.00 85,050.00 8 8,200.00 

Withdran-als— 1946 6,000.00 6,000.00 5,000.00 17,000.00 


Balance — ^December 31, 

1946 86,170.00* 82,680.00* 8 50.00 8 8.800.00* 


*Rtd. 

After reA'iewing the adjusted figm'es compiled by you, D 
agi’ees to pay C 850,000.00 for liis interest upon the following 
conditions: 

(1) That the total capital of the new firm be 8140,000.00 
and that the respective interests of the partners in the net 
assets be: A, 30 per cent; B, 40 per cent; and D, 30 per cent. 

(2) That anj^ difference between the partners’ capital ac- 
counts, mcluding D's, and theii* respective interest in the new 
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capital of $140,000.00 be adjusted by a contribution to or 
withdrawal from the finn’s cash. 

The partners accepted these stipulations on Febniarj' 1, 
1947_. and all cash settlements were made on that date. They 
now ask that you — 

(a) Prepare a statement showing in detail the effect of 
these adjustments on the partners’ accomits. 

(b) Determine whether A and B have a Federal income-tax 
liability in coimection with the receipt of $15,000.00 each on 
January' 1, 1945. The $15,000.00 was not included by them 
in their tax returns. 

(c) Compute income or loss for Federal income-tax pur- 
poses for .4, B, and C, as a result of the settlement now con- 
cluded. 


PROBLEM 4 

STATE^rEXTS OF Reai. Estate Stxmcate 

The Conklin-Ward Real Estate Development Companj* or- 
ganized the Good ^Mll syndicate in 1942 to develop and sell a 
certain tract of land known as “Good TMU Highlands.” The 
agreement between the Conklin-Ward Company and the syn- 
dicate investors pro\'ides that the Conklin-''i\'ard Company, 
for its services as manager, shall receive 50 per cent of the net 
profits of the syndicate after the capital investment of sjmdi- 
cate members has been retired. Operating expenses are to 
include 6 per cent interest on outstanding investors’ capital. 

Lots are sold on the instalhnent plan, the usual terms being 
fi\-e years with quartcrh' interest on the unpaid balance at 6 
jter cent per annum. Tlie books ha^'e been kept on the ac- 
crual basis, but Federal income-tax informational retunis have 
been filed on the installment basis. The sjaidicate, being a 
joint venture, ]tays no Federal income tax. It has now been 
decided that the books should reflect the instalhnent basis and 
you are enpfioyed to make the necessar}' changes in the rec- 
ords and to itrepare financial statements for 1946 on the new 
basis. 

Following i-- a (rial balance prc]xtred from the ledger of the 
j^yndicateat December 31. 1910: 

S ios.907.77 
2,l.S7,0ja,2{ 


C.i'ti in br.'iV. 
C<.i::tni<a5 rt ci iv.Aui' 
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Interest receivable on contracts 24,599.85 

Deposits with utilities on service extensions (to be 

returned) 18,616.21 

Bungalows, with lots 18,321.65 

Land and development at cost 308,036.10 

Reserve for cost of land sales S 35,062.46 

Mortgage on land 1,600.00 

Accounts paj’^able 36,649.75 

Reserve for commissions 15,778.51 

Reserve for development 36,298.42 

Unpaid principal on certificates of beneficial inter- 
est outstanding (originally $1,000,000.00; no 

changes during 1946) 200,000.00 

Surplus — Balance December 31, 1945 2,406,366.93 

Sales — Land 82,365.00 

Sales — ^Bungalows 13,050.00 

Cost of sales — Land 35,062.46 

Cost of sales — Bungalows 14,325.00 

Interest earned 141,948.42 

Cash pajunents forfeited on canceled contracts. . . . 47,348.11 

Advertising 17,942.86 

Commission on sales 65,660.37 

General office expenses 85,586.32 

Legal expense 15,045.19 

Recording and release fees 4,672.83 

Taxes paid (1945) 12,435.00 

Interest expense 1,239.50 

Miscellaneous expense •. 8,867.25 


$3,016,467.60 $3,016,467.60 


On January’’ 1, 1946, the contracts receivable of $2,789,- 
892.89 were composed of the follovdng balances originating in 
the years shown. The percentage and amount of unreahzed 
profit on the installment basis, which jmii find accurate^ com- 
puted, and wliich are in agreement vdth the tax returns, are 
also shown. 

Per Cent of Unrealized 
Year of Sale Balance Gross Profit Gross Profit 


1942 S 426,307.03 

1943 854,437.28 

1944 828,243.20 

1945 680,905.38 


69.22 

$ 295,089.73 

80.07 

684,147.93 

78.54 

650,502.21 

79.61 

542,068.77 


$2,789,892.89 


$2,171,808.64 


The percentages shown are average percentages for each 
year. Under normal conditions the sales value of lots in- 
creases as the subdi^dsion ages. 

On all cancellations the practice has been followed of eharg- 
ing the cmTent year’s land sales account vdth the original 
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During 1944, the hlatson Construction Companj* built 15 
bungalows for the s^mdicate at a cost of $6,790.00 each, on lots 
having a cost of $372.50 each. 

Follo^wng is a simnnaiy of the transactions making up the 
present balance: 


Debits 

1944 Bungalo-n-s, 15 at 

$6,790.00 $101,850.00 

Lots, 15 at 



$372.50. 


5,587.50 

1944-5-6 Mortgages as- 



simied by 
chasers 

piir- 

55,000.00 

1944 

Discount on 

nrort- 



gages (3 
cent) 

per 

2,250.00 

1944 

Interest paid. 


2,110.00 

1945 

Interest paid. 


2,312.50 

1946 

Iirterest paid 


1,676.50 

1945 

Repairs and 

1944 



Laxes 


1,885.15 

1946 

Repairs and 

1945 



taxes 


1,695.00 



$174,366.65 


Credits 

7/1/44 Five-j’ear 6 per 
cent first mort- 
gages on bun- 
galows, 15 at 
$5,000.00 $ 75,000.00 

Bungalows, sold 

jgigl 11 at $7,162.50 78,787.50 


1945 Rent received 1,300.00 

1946 Rent received 957.50 

December 31, 1946, bal- 
ance 18,321.65 


$174,366.65 


Interest on the above mortgages is pa 3 "able on Januaiy 1 
and Julj’ 1; interest due Januarj' 1, 1947, was paid December 
30, 1946. 

The reserve for cost of land sales represents the net cost of 
lots sold diu’ing the ciurent j'ear, whereas the reserve for de- 
velopment represents the balance of the estunated futm-e cost 
to develop the area. The land cost, plus the estimated cost of 
development, was di^'ided over the lots on the basis of the ex- 
pected selling price of each lot in the area. 

Conmiissions pa^’able to salesmen upon completion of spec- 
ified payments bj' purchasers are carried in the Reser^'e for 
Commissions. The unpaid conmiissions at December 31, 
1946, represent commissions paj'able from futiue collections. 

The mortgage on land of $1,600.00 is pai’able at the rate of 
$50.00 per lot as deeded. Interest thereon has been paid to date. 

Interest on the unpaid investment principal of $200,000.00 
has been paid to December 31, 1945. No promsion has i-et 
been made for 1946 interest. 

Real estate, taxes for 1946 are estunated at $15,000.00 on 
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vacant lots and $175.00 each on the four bungalows. Taxes 
for 1945 included in the above bungalow account were 8875.00. 
From the above nformation prepare; 

(a) Working trial balance wth kej^ed explanations of ad- 
justments. 

(b) Balance Sheet. 

(c) Statement of Profit and Loss. 

PROBLEM 6 

Consolidated Balance Sheet 

From the following information prepare a consolidated bal- 

OTiPP Qnopf. * 

MAXWELL LUMBER COMPANY 
Balance Sheet — ^December 31, 1944 
Assets 

C.ash S 72,5S1.1G 

Receivables 020,486.74 

Inventories 1,590,223.01 

Investments 275,200.00 

Bond discount 12,500.00 

Land 145,008.00 

Buildings 317,025.88 

Trucks 58,392.15 

Ecjuii)mcnt 20,063.42 

Furniture and fixtures 5,118.03 

Goodwill 1.00 


.83.129,859.99 

Liabilities a nd Net Worth 

Accruals .$ 30,236.41 

Notes jiay.ablc 75,000.00 

Accounts p.ayablc 310,089.77 

Depreciation reserx-e for buildings 95,322.00 

Dcjircciation reserve for trucks 32,481.32 

Depreciation rcsera-c for equipment 0,010.78 

Depreciation reserve for furniture and fixtures 1,114.55 

GK> per cent first-mortgage bonds 225,000.00 

Reserve for bad debts 17,250.01 

7 per cent preferred .stock, jiar .$100.00 per share 500,000.00 

Common stock, no-par value, 14,200 shares outstanding. 1,000,000.00 

Surjilus 089,045.92 

Net profits— 1914 141,072.03 


.83,129,8.59.99 

S-w- iy.-CS=a 

(1) Receivablc.s include 810,000.00 of cash advances to 
Glazed Tile Roofing Company, 817,500.00 of advances to ofil- 
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Cel'S of the company, and $20,415.98 for materials sold to Her- 
rick Construction Company. Accoimts totaling $216,476.00 
are supported by notes,, of -which $5,200.00 are past due and 
are of no value in the judgment of the management. The re- 
seiwe for bad debts is deemed adequate. 

(2) Inventories include $6,586.24 of roofing tile purchased 
in 1944 from Glazed Tile Roofing Company -which had been 
invoiced at prices that renlized 1232 per cent profit on sales. 

(3) Investments include $10,000.00 in certificates of de- 
posit. $11,500.00 in coimty and municipal bonds,. 1.150 shares 
of Glazed Tile Roofing Company stock, and 1.387 shares of 
Herrick Construction Company stock. The bonds -were re- 
ceived in pa^mient of accoimts and are valued at par. The 
stock is also held at par. although the Herrick stock -was pur- 
chased from an estate on January 1. 1941. at the average price 
of $115.00 per share, the premium ha-^fing been charged ofi' as 
a 1944 expense. The Glazed Tile Roofing Company stock 
had been piuchased at the date of organization at par. 

(4) Biuldings include $88,984.42 of bill i ngs from the Her- 
rick Construction Company on an uncompleted contract for 
the erection of mills and yards in outside to-wns. 

(5) In accoimts payable is the siun of $3,049.16 due the 
Glazed Tile Roofing Company on open account, and $5,200.60 
due the Herrick Construction Company on the building 
contract. Additional billing of $7,412.31 from the Herrick 
Construction Company, dated December 31, 1944, and re- 
ceived January 2, 1945, was not refiected on the books. 

(6) The first-mortgage serial bonds were issued on Xovem- 
ber 15, 1943. at 95. Interest is payable semiannually and has 
been met and accrued to date. Bond discount has not been 
amortized. The total issue was $250,000.00. The indenture 
specifies that the bonds be retired at the rate of $25,000.00 on 
Xovember 15 of each year at a premium of 4 } 2 per cent 
the first year and Is per cent less for each succeeding year 
thereafter. You have been instructed to accrue the retire- 
ment premium on each maturity over the 12 months preced- 
ing its payment: the premium of $1,125.00 paid on November 
15, 1941. was charged to current profit and loss. 

(7) The minutes of the meeting of the board of directors 
held on December 30, 1944, record a resolution to pay the reg- 
ular semiannual dirtdend on preferred stock January 1, 1945. 
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HERRICK COKSTRUCTION COMPANY 
Balance Sheet — December 31, 1944 
Assets 


Cash 

$ 11.26S.41 

Receivables . . 

208,411.26 

Inventories — Materials 

16.400.38 

In\’estments 

110,000 00 

hlacliinerj' and tools. , 

31,126.72 

Trucks and automobiles 

22,009.56 

Furniture and fixtiut;s 

2.S33 29 

Goodndll (acquired in exchange for stock) 

32,415.20 

tv ork in process .... 

496,211.17 

Profits absorbed on uncompleted contracts. 

97,064.28 


$1,027,740.27 

Liabilities and Xet Worth 


Notes payable. . . . 

$ 60,475.25 

.Vccounts payable . 

52,180.61 

Depreciation reserve for machineiy 

12,419.22 

Depreciation resen'e for furniture and fixtures 

570.46 

Depreciation reserve for tnicks and automobiles 

15,619 30 

Billings on imcompleted contracts 

547,218.96 

Capital stock — no-par value (1,460 shares issued). 

146.000.00 

Surplus 

118,837.57 

Profit for 1944 

64.418.90 

Reserve for bad debts 

10,000.00 


81,027,740.27 

(1) Casli includes bank deposits and a petty cash fund of 


SoOO.OO, analysis of \rliicli shows on December 31, 1944, I. 0. 
U.’s signed by o8icei*s and employees totaling S39o.00, all of 
sevei'al months’ standing, and petty cash Youchei-s coveiing 
miscellaneous expenses of SS4.16, 

(2) Receivables include 812,642.91 due from ]\Iaxwell Lum- 
ber Company on contract. 

(3) Investments include 810,000.00 oLstock in Glazed Tile 
Roofing Company and 8100,000.00 of the iMaxweU Lumber 
Compam* fii'st-mortgage bonds, on which interest income has 
been handled on a cash basis. Glazed Tile Roofing Company 
stock was purchased at par at the organization of the coifipain* 
in 1942. Bonds were pm-chased on December 31, 1943, at 96 
and appreciated to par value by a credit to surplus on the same 
date. Original purchase was 110 bonds of 81,000.00 face value, 
10 bonds being retired b}* the iMaxweU Lumber Company on 
Kovember 15, 1944: 10 more bonds matiu-e November 15, 1945. 
The premium of 8450.00 was credited to current income. 
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(4) Work in process includes the following items applicable 
to the jMaxwell Lumber Compan3’- contract: 


Material $41,388.47 

Labor 31,407.28 

Ovcrlicad 9,106.97 


Total cost to date $81,902.72 


Material used on this job includes $17,823.12 of lumber pur- 
chased during 1944 from the Maxwell Lumber Companj’-, at 
cost plus 123/9 per cent. It also included 83,659.40 of ma- 
terials purchased during 1944 from the Glazed Tile Roofing 
CompainL billed to net 10 per cent profit on sales. 

(5) IMaterial inventoiy and work in process include re- 
spectively 83,426.40 and 893,100.24 of items purchased from 
Maxwell Lumber Compan3>- during 1944 on which the lumber 
companj'' netted an average profit on sales of 1234 per cent, 
and which are in addition to the items mentioned m the pre- 
ceding paragraph. Products bought from the tile compaii}’- 
in 1944 and included in the two inventories total respectively 
8575.22 and 817,697.89, on which the Glazed Tile Roofing 
CompaiLV realized a profit of 10 per cent on sales. 

(6) Profits absorbed on uncompleted contracts represent 
the prorata share of the estimated profit to be realized, based 
on the amount of cost alreadj'" incurred or the total work in 
process. 

(7) Notes paj^able include bank loans of 835,000.00 secured 
bj' the Maxwell Lumber Company’’ bonds. 

(8) Billings arc computed so that they bear the same ratio 
to the total contract pricu as the costs to date bear to the total 
estimated cost. Billings are made periodical!}’’ as the Avork 
progresses and^ as additional costs are added to work in proc- 
e.-^s. The l^.-ok balance of billings on uncompleted contracts 
incluclo.s billings to the Maxwell Lumber Company of 896,- 
426.73, which covers Avork in process u]) to December 31, 1944. 
Billings to other customers totaling .$’16,056.49, and entered on 
the books January 13, 1945, completed the billings on all 
Avork in pr()ce.‘^s up to December 31, 1944. 

(9) Accounts ])ayable include .820,415.98 due iSIaxAvell 
Lumber Company and 810,480.09 due Glazed Tile Roofing 
Company. 
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(10) CuiTent profits include a preniirun of S450.00 received 
upon tlie liquidation of the IMaxwell bonds. 

There were no unrealized intercompanj’- profits at January 
1, 1944, except as indicated. 

Federal income taxes may be disregarded. 

PROBLEM 6 

Balance Sheet After Refinancing 

On December 31, 1939, the La Belle Shoe Companj^ owned 
1,420 shares of the XY Company which it purchased in 1937 
at S6S.00 per share, and 825 shares of the AB Companj’’ pur- 
chased in 1938 at 886.00 per share. Book values of these two 
stoclvs on the dates of piuchase were, respective!}', 865.25 and 
889.50 per share. 

The frozen condition of the assets of the three companies 
has led to a plan of reorganization and refinancing. This 
plan, ah’eady approved by the dh'ectors and stockholders of the 
tlmee organizations, involves the dissolution of two of the 
companies. 

The La Belle Shoe Company has been chai’tered with an 
authorized capital stock of 80,000 shares of 7 per cent convert- 
ible preferred stock, par value 825.00 per share, and 250,000 
shares of no-par-value common stock. The conversion privi- 
lege can be exercised after May 15, 1940, and up to September 
15, 1940, on a basis of two of common for one of preferred; 
thereafter, up to December 31, 1940, on a basis of five of com- 
mon for tlu'ee of preferred. 

All stocks issued by the three companies and outstanding 
on Januar}' 1, 1940, with the exception of those held as in- 
vestments by La Belle Shoe Company which were eliminated 
in the consolidation, were exchanged for shares in the new 
organization on the folloving basis: 

(a) For each share of La Belle Shoe Company preferred, 
fom shares of the new convertible preferred will be given. 

(b) For each share of La Belle Shoe Company conmion, 
eight shares of the new company's common shai'es. 

(c) For each share of XY Company stock, six shares of the 
new common shares. 

(d) For each share of AB Company stock, four shares of 
the new common shares. 
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PROBLEIM G 


^cr A 

An invcsinien't banker has mlder\^Titten the balance of the 
stock less 1,200 shares of preferred and 4,000 shares of common 
which he is to receive as compensation on a basis of §25.00 per 
preferred share and S15.00 per common share. 

The cash realized from the sale of stock is to be used to re- 
tire the first mortgage bonds and collateral trust notes and to 
liquidate §500,000.0^ in bank loans. Half of the balance 
is to be applied against the overdraft and trade notes and 
accounts payable, the other half to be utilized as working 
capital. 

On Decemlier 31, 1939, the AB Company owed the La 
Belle Shoe Company §42,591.19 on open account for goods 
manufactured for them in 1939. The AB Companj’’ had §26,- 
49S.07 of this material in inventories on the same date, on 
which the La BeHc Shoe Companj’’ had realized a profit of 
§4,100.56 when sold. 

In addition to the cash advances received from the La Belle 
Shoe Company, the A’T Company owed the fonner organiza- 
tion §1 10,923.45 on oiien account for raw materials purchased 
by the former and billed at cost plu.s 5 per cent handling 
charges, 'fhe handling charges are at approximate cost. 

All accounts appearing on the foregomg balance sheets have 
been audited and reflect the financial condition of the three 
companies on December 31, 1939. 

You are asked to prepare a balance sheet of the new com- 
pany on January 1, 1940, after gimng expression to the pro- 
posed financing. 

Below is a balance sheet of the tlircc companies on De- 
cember 31, 1939: 
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Liabilities and Net Worth 


Bank overdraft 


8 1,728.72 

Bank loans 

8 715,000.00 8 60.800.00 

39.900.00 

Notes and accounts payable to trade. . 

498,276.14 201,518.40 

97,243.64 

Accruals 

55,101.78 9,006.32 

2,816.56 

6 per cent first mortgase bonds 

950,000.00 

Collateral tmst notes 


65,000.00 

(Capital stock: 

6J ^ per cent preferred — ^2,500 shares, 

8100.00 par mine 

250,000.00 


Common ; 

LaBelle Shoe Company — 4,500 

shares, 8100.00 par value 

450,000.00 


N y C-omp.any — 2,000 shares, 850.00 

par value 

100,000.00 


AB Company — 1,250 shares, 8100.00 

par mine 


125,000.00 

Surplus arising from stock donation. . . 

50,000.00 


Earned surplus 

101,174.18 74,384.06 

*37,143.31 


$3,069,552.10 8445.708.78 

8294.545.61 


♦Red. 


PROBLEM 7 

Fikancu-L Statements Ixtol^tng Costs 

Following is a trial balance of the i\Iand N. Mamifactirring 
Company, Cliicago, a Delaware corporation, at- December 31, 


1945: 

Accoiuit Debit Credit- 

Cash in First State Bank S 7.209.15 

Custoiueis’ accoimts SL600.31 

Eaw material (iin'entory at December ol, 

19-14, phis 1945 purchases) 298,934.60 

AYork in process 92,020.02 

Finished stock 66,098.50 

Unexpired insurance premiums 1,234.45 

Machinery and equipment 375,121.11 

Reserve for depreciation S 100,240.96 

Accounts xiayable and accrued liabilities.. 64,233.25 

No-xwr-\’aluo conmion stock (20,000 

shares authorired and outstanding) 256,488.90 

Famed surplus — ^Balance, December 31, 

1944 133,082.51 

Sales 974,016.22 

Cost of s.alcs 779,115.31 

hlaterials al-isorbed 288,854.12 

Direct labor absorbed 209,600.44 

Factory omrhead absorl>od 192,832.40 

Direct labor 209,600.44 

Factory omrhead 186,550.05 

Salesmen’s commissions 85,314.48 
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Ofiiccr's F-ilan’ 20,000.00 

Office rent and c>n>cnsc 3,376.20 

Provision for Federal income tax 10,174.18 


Totals 


$2,219,348.80 $2,219.348.80 


Physical inventories at cost, 
prices, were as follows; 


which were lower than market 

December 31 


Particulars 

1944 

1945 

Raw matcrial.=: 

Work in procc.=s: 

$17,200.50 

$10,080.48 

Material 

41,236.48 

39,604.02 

Direct labor 

30,050.00 

27,646.00 

27,300.00 

Factors’ overhead 

Finished stock: 

25,116.00 


Material 

62,438.33 

28,850.50 

Direct labor 

49,650.00 

19,400.00 

Factorv overhead 


17,848.00 


The inventoiy of December 31, 1944, was sold during 1945. 
hlachinery manufactured in 1945 for own use: 


Materials $ 3,454.63 

Labor 3,800.68 

Overhead 3,406.63 


Total caj)i(alizcd 


Engaged in the audit of the books of the company, j'ou 
find the above figures correct with the following exceptions: 

(1) Factory overhead has been absorbed during 1945 on 
the basis of 92 per cent of direct labor which was the correct 
ratio for 1944; 1945 factory overhead absorbed must be cor- 
rected by employing the actual ratio for 1945. You are to 
use a percentage without a decimal fraction. 

(2) Dejireciation expense in factory overhead includes 
an allowance on machinery manufactured for own use to which 
the excessive overhead has been added; depreciation was 
computed thereon at 5 per cent (one-half the annual rate), 
which is the proper rate for additions made during the year. 
Tlie depreciation pro^'ision must be corrected. 

(3) The provision for Federal income tax should be re- 
duced to .$10,008.10. 

Prepare, in a form suitable for inclusion in an audit report: 

(a) Balance sheet at December 31, 1945. 

Statements for the year 1945, of — 
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(b) Profit and loss; 

(c) Cost of manufacture and of sales. 

Prepare also (d) a schedule shoudng the amount of mate- 
rial, labor, and factory overhead appearing in the adjusted 
cost of sales. 


PROBLEM 8 

Coal-syndicate Statements 

Fi’om the following information jmu are required to prepare 
refused consohdated financial statements as at June 30, 1945. 

A, B, C, and D form a sjmdicate and contribute equal 
amounts of cash necessaiy to pm-chase all the outstanding 
stock of the Mountain Coal Company, a mining enterprise. 
B, who has promoted the deal and v'ill operate the companjq 
has agreed to assimie personally a $50,000.00 mortgage obli- 
gation of the company together with all interest thereon after 
June 30, 1944, and to donate unconditional!}' new equipment 
and to make certain improvements on existing property with- 
out cost to the company, in return for which he will receive 
one-half the profits; the remaining one-haK vill be shared 
equally by the four sjmdicate members. There is no wiitten 
agreement between the sjnidicate members or with B; and 
there are no records of meetings of cfirectors and stockholders. 
It is expected that equal amoimts of coal will be mined each 
year and that by July 1, 1954, all deposits vdll be exhausted. 

Each sjmdicate member contributes $40,000.00, and B pm- 
chases the outstanding 2,500 shares of stock of the company 
at a cost of $160,000. B holds the shares in the name of the 
sjmdicate. On the books of the company at the time of pm- 
chase, the following accounts are found: 


MOUNTAIN COAL COMPANY 
Balance Sheet — July 1, 1944 

Assets Liabilities and Net Worth 


Land, omicd in fee, at 

cost. S 40,000.00 

Leases, at cost 120,000.00 

Mining equipment, at 

cost 68,496.02 

Treasury stock (500 

shares, at cost) 41,000.00 

Accounts receh'iible 32,651.18 


Current liabilities 8 14,560.13 

Reserve for amortization 

of leases 60,000.00 

Resen'e for depreciation 

of equipment 46,570.77 

First mortgage 6% notes, 
due in annual install- 
ments of 85,000.00 be- 
ginning December 31, 

1944 50,000.00 
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Oipital stock, 3,000 siiarcs 300,000.00 
Losses from operation.. . . *105,083.70 

$ 302,147.20 $302 ,147.20 

•lipi. 

An appraisal of the land immediately before the purchase 
indicated that its fair value was $50,000.00, consisting of work- 
able coal deposits valued at $30,000.00, and residual value of 
$20,000.00. The fair value of the leases, which had run one- 
half of their 40-ycar life, was found to equal approximate^ 
their present net book value. They vnll have no remaining 
value when the coal deposits have been depleted. An inven- 
tory of the equipment revealed that its fair value at Julj" 1, 
1944, was $2,500.00. Accounts receivable were estimated to 
be 50 per cent collectible. Current liabilities as shown on the 
balance sheet were found to be understated $8,266.24. The 
excess of the sum paid by the sjmdicatc for the stock of the 
company over the sum of the values indicated in tliis para- 
graph, the value of the equipment donated and improvements 
made without cost to the company, represents the premium 
the S3mdicatc members wore willing to paj’’ and did paj* for 
the prosjicet of future profits from the coal deposits owned 
by the company at the time the stock was purchased. 

During 1944, in accordance with the understanding, B, out 
of his personal funds, purchased new equipment and made im- 
provements on existing equipment (all of which, old and new, 
having an average normal life of 20 j-^ears from Juty 1, 1944, 
with no residual value when the coal deposits have been ex- 
hausted n\ny be assumed to have been put into use as of 
Juh' 1, 1944); anti he paid the mortgage note installment of 
$5,000.00, aud accrued interest of $1,500.00, at December 31, 
19-14, ami $1 ,500.00 (an overpajunent of $150) at June 30, 1945. 

At June 30, 19-15, B presented to the s^-ndicate members the 
following statements which he had prepared from the books: 

St.'itement of Net Profit 
I'i'i'al Year I'ludint; .Tunc 30, 101.5 


Partieiilars Amount 

lal Labor cost's ;uul ca.Kh paid out for ordinarj* 

op-ratin': cvpiaii-cs incurred ^inco July 1, 1PM, not 
includin'.; wauc.s unpaid of $.').'>0.00 and unpaid oi>or- 

atinp e.\pon-es of $1,210.30 at June 30, 1915 $132, -135.00 
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Less — 

Bad debts written off — ■ 

Sales prior to July 1, 1944, not including 84,060.41 

estimated as remaining uncollectible 812,265.18 

Sales after July 1, 1944, not including 8145.22 esti- 
mated as remaining imcoUectible 230.40 

Leasehold depreciation 3,000.00 

Depreciation at 10% on old machinerj- 6,849.60 

Depreciation at 20% on new equipment and improve- 
ments 4,911.07 

Interest on mortgage bonds 3,000.00 30,256.25 


Net profit 8 102,17 8.81 

B’s share 863,861.76 

-4, C, and D, ^ 38,317.05 


Balance Sheet — June 30, 1945 


Assets Liabilities and Net Worth 


Land 8 40,000.00 First mortgage notes. . 8 45,000.00 

Leases 120,000.00 Owing to B 96,417.13 

Mining equipment 93,051.39 Owhig to -4, C, and D 38,317.05 

Treasury stock 41,000.00 Lease amortization . 63,000.00 

Accounts receivable 48,386.40 Equipment depreciation. 58,331.44 

Cash in bank 81,377.89 Net worth, July 1, 1944. . 131,016.30 

Old liabilities paid 8,266.24 


8432,081.92 8432,081.92 

Re'idse the above statements in accordance vith the agree- 
ment between sjmdicate members and in such a manner that 
the investment and profits (on a strict accmal basis) of all 
sjmdicate members maj'' appear on the balance sheet in heu 
of capital stock and surplus. B admits that he has made a 
number of errors in the statements; he and the other investors 
have agreed to accept yoiu’ corrections. 


PROBLEM 9 

ADinSTMENTS FOR DEPRECIATION 
1 

In auditing the books of a manufacturing compan 3 ' for the 
year ending December 31, 1946, ^mu find the follomng situa- 
tion in connection vith the macliinerj'- account: 

No fixed rate of depreciation has been used, the companjr 
arbitrarity writmg off a certain amount each j’-ear and crediting 
the asset. The proper annual rate for this tj^ie of machinerj’- 
maj’- be assumed to be 8 per cent. 

Machine C was considered to have a fife of 10 ^'■ears after it 
was complete^ overhauled on August 1, 1946. 
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An appraisal was made by the A Appraisal Company as of 
December 31, 1946, the following result: 


Machine 

Cost of 
Reproduction 

Rcser\’e for 
Depreciation 

Net Sound 
t''alue 

A 

812,000.00 

8 7,680.00 

8 4,320.00 

C 

18,000.00 

7,860.84 

10,139.16 

D 

7,000.00 

4,480.00 

2,520.00 

£ 

8,000.00 

1,151.33 

6,848.67 

F 

11,500.00 

1,150.00 

10.350.00 

14.500.00 

G 

15,000.00 

500.00 

Tot.als... 

.871,500.00 

.822,822.17 

848,677.83 

The follovdng 

TO 

entry appears on 

the records : 



Macliincry account S14, 500.00 

Surplus 8,322,17 

Rc.-;cr\’c for depreciation §22,822.17 

To .sot up results of appraisal made December 
31, 1916, by the ^4 Appraisal Company. 


Assuming that the Board of Directors has voted to adjust 
the books to tlie appraisal figures, do you believe that the 
entry is correct? If not, make the necessary adjusting entries, 
with complete explanation, to put the boolcs on the proper 
basis. 


^Vnalysis of the machinery account follows: 




Machinery Account 

Debits — 

1— 1—1939 Machine .1 810,000.00 

1 — 1 — 1910 Machine B 12,.500.00 

1 — 1 — 1911 Machine C 16,000.00 

1—1—1912 Machine D 8,000.00 

5 — 1 — 1911 New motor for Machine A, rciilacing 
motor which cost 81,200.00, in- 
cluded ill orifdnal cost of machine. 1,800.00 

11 — 1 — 191! Rewindinf: of burned-out coils of 

motor on Machine B 3.50.00 

3 — 1—1915 Machine E 7,850.00 

10—1—1915 Machine/' 11, .500.00 

S— 1—1916 Machine O' 1.5,000.00 

S — 1 — 191(5 Complete overhaulin'.; of Machine C. . 3, .500.00 

g — I — 1911) Co't of chanaim: po'^ition." of Ma- 
cliitK',-' C and D ."o a.-; to phico Ma- 
chine fi in the most eflicient posi- 

lio'i 2,000.00 

12— 31—1916 Apprais.-d M,.500.00 


8103,000.00 
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Credits — 

12 — 31 — 1939 Depreciation S 4,000.00 

12 — 31 — 1940 Depreciation 2,000.00 

12 — 31 — 1941 Depreciation 10,000.00 

12 — 31 — 1942 Depreciation 8,000.00 

12—31—1943 Depreciation 1,000.00 

12 — 31 — 1944 Depreciation 2,000.00 

12 — 31 — 1945 Depreciation 2,000.00 

8 — 1 — 1946 Allowance on Machine B traded in on 

purchase of G 2,500.00 31,500.00 


Balance in asset December 31, 1946, per appraisal 871,500.00 


PROBLEM 10 

Personal Income Tax Computation 

John M. Good, a merchant, has called jmu in to recompute 
his income subject to Federal income tax for the calendar 
3 ''ear 1946, the original return ha\dng been prepared bjr his 
bookkeeper. Aside from Ins business proprietorship, no books 
were kept. The following data was submitted by hlr. Good’s 


secretary; 

Particulars Amoimt 


Income: 

Salary 8 3,600.00 

Income from business 32,540.76 

Interest on deposits, bonds, etc 12.172.48 

Bents and royalties 2,210.65 

Profit from s.ale of real estate, stocks, bonds, etc 90,671.30 

Dividends on stock 5,720.52 

Income from fire insurance 1,778.40 


Total income 8148,694.11 

Deductions: 

Interest paid 8 2,648.73 

Taxes paid 3,017.21 

Bad debts 2,000.00 

Contributions 600.00 


Total deductions 8,265.94 


Net income 8140,428.17 


You determine the following facts: 

The salaiy of 83,600.00 was received from the D Corporation 
of which Mr. Good is an officer and director. 

Income from a private business of hlr. Good’s was computed 
as follows; 



Receipt^' included .S150.00 from tlie sale of certain old fix- 
{ur<\s \vlnch had originally cost $1,355.00, and, including the 
writeoff for 19-iG, had been depreciated by $1,005.00. The 
fixtures had not. lieen removed from the asset account on the 
liooks of the business. 

Other business expense included $728.48, the cost of repairs 
and iipke(*p of iNIr. Good’s automobile which was used for 
business purposes about 75 per cent of the time. 

Interest income included: 


Particulars Amount 


On Iwiik deposits S 7G9.4S 

From industrial bonds 5,388.00 

I'rom utility bonds 4,365.00 

From Cook County Iliglnva 3 ’ bonds 1,650.00 


■812,172.48 

All utility bonds owned by j\'Ir. Good were tax-free-covenant 
issue.s on which a 2 per cent tax had been jiaid at the source. 
Rents were analyzed as follows: 

Amount Cost Depre- Other Net 

F articn iars Rece ived of .-Issct cintion Repairs Expense FroPit 

Building .1.... 8l(;,2!.5.00 8102,0 l.I.OO .83,8.52.90 .83,621.16 86,480.03 .82,290.91 
Building R.. .. 6,000.00 78,240.00 1,561.80 1,195.20 3,320.26 *80.20 

52 , 210^.65 

•UfU. 

ihe loss from Building B was attributed to the fact that 
f\Ir. Good occupied rent free one of tlie six apartments in this 
building. 

Profit from sale of real estate, stock, bonds, and so forth, was 
made lip of the following items: 
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Depre- 

Dato ciation 

Ac- Amount AUow- 

quired Received able 


Subse- 

quent 

Improve- Net 
Cost ments Profit 


Factory building. 1915 S 73,425.00 $12,865.80 $77,349.50 $7,480.00 $ 1,461.30 
Stock rights 

(Master Corp.) 1946 210.00 210.00 

Barrington Mach. 

stock 1942 110,500.00 21,500.00 89,000.00 


$90,671.30 


The 20 stock rights (one right had been received for each 
5 sliai'es held) were sold at S10.50 each and had been acquired 
as the result of the ownership of 100 shares of Master Corpo- 
ration stock purchased m 1939 by Mr. Good at $93.00 per 
shai’e. The market price of the stock just before the rights 
were issued was $138.00 per share, and the mai'ket value of the 
rights was $7.50 each. The proper proportion of cost should 
be allocated to ike rights. 

Dmdends were received from: 


200 shaves 4/ and il/ B.ank stock $3,000.00 

50 shares Bolding Foundry stock 175.00 

82 ;’ 0 shares Jordan Building Co. stock 538.52 

60 shares Ilcinplo & Co. stock 2,007.00 


$5,720.52 


Hemple & Company had discontinued business in 1945 and 
the dividend received in 1946 was the first hquidating di^d- 
dend. The stock had been purchased at par ($100.00) in 
1937. 

Income from fii'e insm'ance was received as compensation 
for damage done to a garage which was entirely destroj’^ed by 
fire. The garage was built by Mr. Good at a cost of $1,890.00 
on which depreciation of $629.50 had been taken. After the 
fire the structure was rebuilt at a cost of $2,118.00. 

Interest expense of $2,648.73 covered personal borrovdngs 
and included $378.15 of accrued interest. Taxes paid were as 
follows: 


Personal-property $ 216.85 

Rcal-cslato, including $1,047.60 of special new-pa^dng assess- 
ment 2,800.36 


$3,017.21 
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Amount 

Particulars 1&44 ItUp 

C-ash sales S PS,437.1S $116.9S4.S3 

Collected on open accoimxs 64,393.43 139,876.14 

Collected on consignment accoimts recei%*able. 46.3SS.S9 69..4SS.99 

Bank loan — 90 daj's. due Sepiember 1, 1945. 5,000.00 

Bank loan — 90 dax's, due Marcb 1, 1946 15 000.00 


Total g209.219.50 S346.299.96 


(3) Cash disbursements; rrere summarized by you as fol- 
loivs: 

Amoxmt 


Particulars 1944 1945 


Cask purchases S 52.46S.31 g 2S,463.27 

Pajunents to creditors 40.633.19 142.61124 

Pavments to consignor 46.690.57 66.663.4S 

Saiaries— Officers.? 12,000.00 16.000.00 

Salaries— Other 28,260.52 44.282.1S 

1944 real estate taxes 1,5S3.00 

Insurance (on building 1-1-44 to 1-1—49) . . . 1,400.00 

Other insurance (1-1-^^ to 1-1-45'' 400.00 

Other insiuance (1-1-45 to 1-1-46) 750.00 

Furniture and fixtures 6.000.00 452.00 

Eemodeling store 12,000.00 

Donations 250.00 250.00 

Federal income tax 1,279.09 

Interest paid in adrance 300.00 

Bank loan paid 5,000.00 

Dividend paid 9-1—45 20,000.00 

Other exwnses 16.707.S5 29,581.94 


Total g216.S10.44 g.557.21620 


(4) A recapitulation of charge sales and purchases follows; 

Amount 


Particulars 1944 1945 


Sales — open account g79.4S126 gl62,^726 

Sales — consignment, first eleven months 5S,36321 74,S93.16 

Sales — consignment, December S.4S6.19 10,416.93 

Purchases . '. 4S.S96.43 153.493.1S 


(5) Accoimt sales are rendered and a check for the net pro- 
ceeds is sent to consignor on the tenth day of each month cov- 
ering the sales made in the pre^■ious month. The commission 
deducted by the consignee is 20 per cent of the sales. All 
receivables and collections pertaining thereto are handled by 
the consignee, who also absorbs any losses on bad accoimts. 
Ko cash sales are made from the consigmnent merchandise. 
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the date of your audit, repeals that accounts listed therein 
deemed uncollectible are: 


Paniculars Amotmt 


1M4 — I\eg'al?.r sales 5 1C»3.S2 

nV54 — CoBsigaiiieiiT sales S3.t.>4 

UMo — ^Regiilar sales S.2S1.1S 

1?45 — Oenslgniariit sales l.OlO.oT 


(12) Xo fonnal declaration of the ditidend paid appears in 
the minutes. 


PROBLEM 12 

Surplus Analysis 

Prom the detail appearing belotr. taken from the records of 
the Contv'ay Conversion Company (a) determine the correct 
net profit for each of the five Y'eam shovm. and prepare (b) a 
statement of earned stuplus as revised for the five-year period 
ending December 31. 1^U4. and (c) an adjusting joiunal enm* 
as at December 31, 1P44, to bring the books into agreement 
tvith your figures. 


CO^'Ti*AY CO^A'ERSIOK COMPAIfT 
AnrJyas of Surplus for Five Years 
Jauv.an' 1,, litlO — ^December Si. 1D44 


Debit Credit 


Jan. 1. IS^O 
April 4. 1P40 


Ang. 2. nuo 

Dee. SI. IIMO 
Jan. 2, nni 
Feb. 1. ICni 


June nui 


Ann. IS. IVUI 


Radiance 

Dolan suit settled (damages ailorred 
by tvurt Mareh 15. IIUO. to injured 
employee not covered by iusurance 
— suit started in 19S9. On Decem- 
tvr SI. ieS2. attorneys of company 
submitted an or>ituoti tnat no Ina- 
bility eedsted 

Additieurd Fedemd ineome tax assess- 
ment for calendar \-ears l?So-lPSb. 

rjvfit and loss from opemtions 

Dmdends 

J, M. "Walters — Ralance of commis- 
sions: 1P40 salcs^ Inability not deter- 

aaaiued at cicse of ye.ar 

Adjustnaent of accounts receivable 
control {I’tingingeontK*! intoagreo- 

naent vri'h detail'' 

Appreciation of plant values (see ap- 
nnaisal of Messrs. Kinc. Cole, and 
VTood^ 


$lP1.2oo.l7 


o,4o0.00 

l.lAd.00 

1S7.«>4S.70 

loO.OOO.OO 


1.70O.4P 


SP.IO 


110.4oP.2d 
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Nov. 11. lOU .\flju.=tiT!cnt of iiccnicd inx .account 
(ant icipn ted t.nx on real e5t.ate o\-cr- 

e-vtimated, DccciiiIkt 31, lD-10) . . . 2,35-S.OO 

Dec. 2*5, 19 j 1 Christmas bonU'= for employees 17,500,00 

Dec. 31, lOU Profit .and lo-ss from operations 2o5,GSl.U 

.Tan. 3. 19 52 Dividend 150,000.00 

April .30, 1912 Co't of rcp.airinp roof d.amaged by 

rrind--Corm in April, 1942 4,S19.00 

.Tuiy 7, 19:2 Extra dividend 100,000.00 

Oct. ol, 1042 Cash received for boring machine pur- 
chased .Tamiarj" 1. 1935. for ?3,- 
OoO.OO. and depreciated up to date 
of disjiosal by $3,520.00 (never 


written off books) 1,000.00 

Dee. 31,1912 Profit and loss from operations 180,472.88 

Jan. 10,1913 Dividend 150,000.00 

May 30, 19 13 Additional Federal income tax assess- 
ments and credit.s — 

1937 742.11 

1039 178.52 

1910 1,004.06 

June 30. 1913 Extra dividend 100,000.00 

Nov, 30, 1943 Apjircciation of value of various se- 

curities owned by company to 

m.nrkct value 72,580.00 

Dec. 31.1913 Profit and lo.=s from operations 112,043.17 

Jan. 16. 19 14 Dividend 150,00000 

April 30, 1944 Co.'t of roidacing faulty material man- 

ufactured and sold in — 

1912 0,510.97 

194;5 32,518.20 

April 30, 1944 Interest accrued not on books at De- 

cember 31, 1913 tand still appear- 
inc :us a liability at December 31, 

1914) ! 1,725.34 

June 30, 1914 Extra di\'idend 50,000,00 

Oct. 31,1914 Loss on sale of sernrilie.s (all holdings 

dLspo-:cd of) 89,502.75 

Nov. 15. 1914 Financing diarce on two-year note 

datcHi Novi-mi>cr 15, 1914 10,000.00 

Nov. 30, 1914 Additional as-'Cssment, Federal in- 

come taxes — 

1911 2,010.19 

1912 . 51.1.27 

Dec. 31. lt>'! Depraciation of inventory to market 

Prio's ' .>1,213.00 

Dec. 31, 1914 Pell A' Company banknipt — Account 

luu'ollecl iblc 12,*.XJO.OO 

Dec. 31, lOM Profit and !<)'= fnnn o[K*r:itions .5.5,218.44 

20,0.50.74 


$ LfD9,n00.38 $ 1 .01>9.00f)..3S 

io)) iJiai depreciation of piaui and ecinip- 



PROBLEM 12 


35 


ment had been pro'sdded on a percentage of sales. The foUoTV- 
ing schedule reflects the depreciation charged and the proper 
computation according to standard rates: 


Charged Off Correct 
Year Per Books Charges 


Prior to mo $198,313.20 $183,617.38 

mo 37,724.48 35,520.16 

1941 68,419.26 40,113.09 

1942 49,200.41 42,301.47 

1943 28,653.97 43,662.51 

1944 20,135.60 44,728.96 


Totiils $402,446.92 $389,943.57 


An examination of vouchers and phj-sical inventories dis- 
closed the fact that certain items had been taken up in in- 
ventories that had not been entered in the voucher register 
until the follovdng period; also that a number of purchases 
had not been given expression to on the inventoiy, although 
the materials had been vouchei'ed and were on hand at the 
close of the period. Below is an analysis of tliis condition: 



Material in 

Materials 


Im*entorj’ 

Vouchered 


bu*.Notin 

but Omitted 


Voucher 

from 

Dale 

Eegister 

Inrentorj’ 

December 31 — 

1939 

. $ 756.28 


1940 

3,620.40 


1941 


$1,182.15 

1942 

9,417.38 

2,046.50 

1943 

14,691.07 


1944 


3,912.63 

Totals 

$28,485.13 

$7,141.28 

Interest accrued and interest prepaid had not been expressed 

on the books at the close of the 

various years, the proper com- 

putation being found to be: 


Interest 

Interest 

Date 

Accrued 

Prepaid 

December 31 — 

1939 


$ 428.15 

1940 

. S 591.10 

1,617.30 

1941 

948.78 

1,145.26 

1942 

1,993.93 

633.27 



PEOBLEiM 14 


Sept. 1, 1945 — ^Recci\'ed rights, each carrj-ing pri^^legc of purdi.asing J -2 share 
of stocJv at ^00.00 per share — ^larket values ■u-ere: stock 
S600.00 and rights SIOO.OO. 

Sept. 15, 1945 — ^Exercised 6-4 riglits and sold the b.alance for $110.00 per right. 
March 1, 1946 — stock ovnied was surrendered and 10 sh.ares no-xiar stock 
were received in excliange for each share surrendered. Four 
stock certificates were recciwd corresponding to the pur- 
chases noted above. 

July 1, 1946 — Sold all the no-par stock represented by the purchases of Sep- 
tember 1, 1944, and Septenrber 15, 1945, for $62.00 per share. 

(a) Without regard to the coiTect income-tax procedure, 
you are required to compute the profit or loss on the sale of 
the stock and the rights (assigning to the latter an equitable 
portion of the cost of the stock) and also set up the cost per 
share and the total cost of each block of stock owned at De- 
cember 31, 1946. 

(b) Assuming that one certificate was received on March 1, 
1946, how would the profit on the sale of stock at July 1, 1946, 
diffei', if at all, and what would be the cost of each remaining 
share at December 31, 1946? 

PROBLEM 14 

Fix.-vxcT.\ii Statements op Building Corpor.4Tion 

From the information given, you are required to furnish the 
following: 

(1) Adjusting journal entries to correct the books and to 
record the sale; 

(2) Statement of profit and loss for the six-months’ peiiod. 

(3) Balance sheet at close of pei-iod. 

hlaple Hotels, Inc., was incorporated under the laws of the 
State of Oliio on April 30, 1944, to take over the assets and 
liabilities of the partnci'sliip of Smith and BroAvii. The part- 
nership had financed and built the hlaple Hotel and completed 
it at the date of incorporation. The land and building wei*e 
conveyed to the corporation at a valuation of §471,551.50; the 
land at §70,000.00, which was cost to the partnership, and the 
building at an appraised valuation of §401,551.50, wliich was 
§200.000.00 in excess of cost. All other assets and liabilities 
were conveyed and maintained at book values. In exchange 
for the net assets of the partnei'ship as above mentioned, 
Smith and Brown received all the stock, except one qualif 3 dng 
share of the hlaplc Hotels, Inc. 
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Accrued real estate taxes, Maple Hotel 2,375.24 

Accrued interest on bonds. Maple Hotel 2,871.00 

Accrued interest on notes 52.58 

7% first mortgage bonds on Maple Hotel (81,000.00 

due the fifth of each month during 1945) 180,000.00 

No-par value common stock, 10,000 shares 296,396.02 

Operating loss, year ending April 30, 1945 3,660.40 

Deferred bonus income on Maple Hotel lease 18,500.00 

Organization expenses 500.00 

Rents received, hlaple Hotel lease 15,000.00 

Income realized on hlaple Hotel lease bonus 500.00 

Salaries and wages 716.21 

Insurance expense 691.20 

Building repairs, hlaple Hotel 905,53 

Real estate taxes (8250.00 per montli) expense 1,500.00 

Depreciation on building 2,015.51 

Interest on bonds and notes 6,235.40 

Miscellaneous office expenses 709.58 


8547,915.46 8547,915.46 


The accrued Federal income tax at October 31, 1945, is 
$5,875.35. 


PROBLEM 16 

Comparison op Earnings Pians 

The Coldwater Salt Company is contemplating a change in 
its capital stnictm’e nith a tdevi' to reducing the charge to sur- 
plus for di%ddends on its 7 per cent prefeiTed stock. The capi- 
talization of the company at July 1, 1946, was as follows: 

Authorized Issued 

7% cmnulative preferred stock, par value 8100.00 per 


share 8500,000.00 8300,000.00 

6% preferred stock, par toIuc 850.00 per share 250,000.00 100,000.00 

Common stock, no-par value 25,000 sh 10,000 sh 


Tm’o alternatives have been suggested for ehminating the 7 
per cent preferred stock: 

(1) Issuance of $300,000.00 20-year 5 per cent first mort- 
gage bonds at 92. 

(2) Offering of rights to common stockholders to purchase 
one and one-half shares of common stock for each share now 
held at its stated value, namely $20.00 per share. 

The 6 per cent preferred stock and the common stock were 
issued at par and at the above stated value, respectively, at the 
time of incorporation m 1939. The 7 per cent preferred stock 
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v.vis issuer] in 1941 at 95. vSince that time the directors have 
authorized tlie writing oft of amounts of the discount as 


follows; 

D;itf Amount 

Dr(’('in))pr ai, 1912 So, 000.00 

June 30, 19 M 2,500.00 

Dcccinlicr 31, 19-15 1,500.00 


Tof.'i! S9, 000.00 


The common stock is on a S2.00 annual dividend basis, and, 
should any new common stock be issued, it is expected the 
rate will remain unchanged. 

The annual net profits of the com]ian3" before deducting 
Federal income taxes have averaged 8133,500,00, and, consider- 
ing the inela.'^tioit^' of the business, it is estimated that in the 
future there will be no radical variations. You maj’’ assume a 
Federal income tax of 40 per cent. 

On October 1, 1946, the directors of the compaii}' a.sk jmu to 
jirepare a statement showing the effect of these projected 
ehange.s upon the earnings applicable to common stock. If 
they arc satisfied that a saving can be effected, thej*^ will call 
the nece.^saiy directors’ and stockholders’ meetings and secure 
the proper authorization from the Secretaiy of >State so that 
11)0 new capitalization maj'' take effect as of January 1, 1947. 

Prepare such a statement. 
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You are requested to reconstruct the profit-and-loss state- 
ment on the accrual basis from the data submitted below. 

Following is a comparison of balance sheets which are cor- 
rectly computed: 

SILVER FUR FARMS, INC. 


Balance Sheets, December 31, 1945, and March 31, 1946 


Assets 

Current assets — 

Cash in bank 

Accounts receivable 

Pelt inventory 

Feed inventory 

Stock subscription receivable 

December 
31, 1945 

S 990.04 
40,135.14 
49,500.00 
6,400.00 
300.00 

March 
31, 1946 

$ 9,988.77 
20,522.22 
18,375.00 
4,500.00 


$ 97,325.18 

$ 53,385.99 

Inventory of foxes — 

Breeders — 82 pairs at 81,000.00 a pair (paid 

for in stock) 

Alaskan breeders — 1 pair 

Pups 

$ 82,000.00 
500.00 
33,400.00 

$ 82,000.00 
500.00 
33,200.00 


$115,900.00 

$115,700.00 

Land, buildings and equipment 

Less — ^Reserves for depreciation 

$140,479.46 

11,667.29 

$140,479.46 

13,563.26 


$128,812.17 

$126,916.20 

Deferred charges — 

Power line 

Organization expense 

$ 1,089.03 
1,166.32 

$ 952.92 

1,020.52 


$ 2,255.35 

$ 1,973.44 

Total assets 

$344,292.70 

$297,975.63 

Liabilities and Net Worth 



Current liabilities — 

Bank loans 

Accormts payable 

Accrued Federal income tax for 1946 

Accrued local and state taxes 

Land purchase contract 

$ 25,000.00 
3,291.05 

1,407.02 

6,000.00 

S 680.51 
2,883.50 
1,707.02 
6,000.00 


$ 35,698.07 

$ 11,271.03 

Deferred ranching income 

$ 33,000.00 

$ 22,400.00 

Net wortli — 

Capital stock — Issued and outstanding 

Surplus 

$196,000.00 

79,594.63 

$196,000.00 

68,304.60 


$275,594.63 

$264,304.60 

Total liabilities and net worth 

$344,292.70 

$297,975.63 
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Accompanj'ing the balance sheet at March 31, 1946, was the 
following statement of profit and loss for the tliree months end- 
ing March 31, 1946: 


Particiilnrs Amount 

Income — 

R.'inchinR fco5 — 1945 S 1,530.00 

Ilniu'hing fcc.s — 19 IG 3,SS5.21 

Pelt p.'ilcs — 

To furriers ?10, 730.00 

In New York Auction (net) 25,G79.0G 30,409.06 


Total cash income. . . 


S41,S24.27 


Ixy.s — Expens cs — 

Feeding 

Pelting 

Farming 

Automobile 

Sundry 

Total cash expenses 

Net profit 


S 4,219.09 
1,572.21 
444.S3 
ISS.IO 
1,940.99 


S,3C5.22 


.?33, 459,05 


Following is a summary of the sources and application of all 
cash during the three-months’ period ending March 31, 1946: 


Particulars Amount 


Ca.**!! received from — 

Exee.-JS of ineome over e.xjjcn.sc-s $33,459.05 

Accounts receivable — Head tax 204.43 

Accounts rcceiv.abic — Scoring fees 47.40 

Stock subscription receivable 300.00 


Tot.al $.34,010.85? 

, — ry — 1.Z- 

CiLsh applied to — 

Payment of bank loan $25,000.00 

Increase of cash in bank 8,998.73 

Payment of account jiayablc on plant addition 12.15 

Total $34^ 010.& 8 


Additional information is given below on balance sheet 
accounts: 


Accounts Receivable 


Particu lars 12-31-15 .3-31-10 


Handling fre.5 for 1015 unpaid $ 2,755,:5G $ 425..3G 

Handling fe.-.s for 1016 '2.5^.50.00 'lS,.SGk79 

Fo.x !s4t.« sold to furri-rs 11,4.30.00 7fK).fX) 

1915 bead tax on ninchers 4.52.15 247.72 
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Fees pnid to American Fox Institute for scoring 


(rating) ranchers 331.75 2S4.35 

Interest charged on delinquent account lo.SS 

Total $40.135.1-1 $20,522.22 


During the first thi'ee months of 1946, the following charges 
to accoimts receivable were reversed; 


Particulars Amoimt 

Panelling fees for 1945 on two pairs of ranchers $ SOO.OO 

Panelling fees for 1946 on six pairs of ranchers 2,400.00 

Interest receivable 15.SS 

Total $3,215.SS 


The two pairs of ranchers on wliich 1945 fees were owing 
wei*e forfeited to the ranch, and one pair of the six was as- 
signed to the ranch in heu of fees to jMareh 31, 1946, on which 
date the remaining five paii's wei'e withdi-awn. The pelt 
value of each fox is estimated at SloO.OO. 

Pelt 'inventory represents the estimated fur value, less cost 
of selling of pelts at New York Auction at December 31, 1945, 
and hlarch 31, 1946. 

Pup 'invcntvn'ij was reduced tlmough deaths, partly offset by 
ranchers forfeited to company* for nonpajment of fees. 


Accounts Payable 

Particulars 12-31—45 3-31-46 

Plans and specifications on buildings $ 225.00 $ 225.00 

Plant addition 12.15 

Current expenses — 

Fecdim: 554.00 225.00 

Pelting'; 1,451.93 

Fanning 79.99 

Automobile 45.54 100.60 

Sundn,- 922.44 129.91 

Total $3.291.05 $ 6S0.51 


Accrued Local and State Taxes 
Particidars 12-31-45 3-31-46 

Head tax on ranchers, charced to accounts receiv- 
able T $ 732.02 $ 732.02 

Head tax on owned foxes and accrued local taxes.. . 675.00 975.00 

Total $1.407.02 $1,707.02 


The Federal income tax accrued has been properly computed 
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The Light Under the Bushel. . . Jair. 1, 1943 2,000 1,200 700 

Thought and Afterthought Nov. 1, 1942 5,000 2,500 500 


36.200 7.700 14,100 

Simimarj’' of plate costs charged to sheet stock — 

Tot.nl 

Book Plate Cost 


Hour to Break the hlarket . . § 2,250.00 

C.auscs and Cure of Indolence . 1,260.00 

hly Life in a City Flat . . 255.00 

How to Reduce and "What . 2,100.00 

Adventures in Modesty . 1.950.00 

How to Live with Eclathes . 900.00 

The Light. Under the Bushel 1,300.00 

Thought and Afterthought 750.00 


310,765.00 

Inventoiy of sheet stock — ^August 31, 1944 — 

Copies Book Total Cost 


4,000 How to Bre.ak the JIarket 3 2,050.00 

4.000 Causes .and Cure of Indolence 1,SS0.00 

1,100 jMy Life in a City Flat 363.00 

1,600 How to Reduce and IThat SSO.OO 

2.000 Thought and Afterthought 650.00 

100 The Light Under the Bushel S7.00 


3 5,970.00 

Inveritoiy of bound stock — ^August 31, 1944 — 

Copies Book Total Cost 


1.000. How to Brciik the Market . . .3 590.00 

200 Causes and Cure of Indolence . . 110.00 

160 My Life in a City Flat 55.50 

200 How to Reduce and l\'haT . . .' 130.00 

50 How to Live with Relatives 54.00 


3 939.50 


PROBLEM 18 

Analysis of Trial B.vl.ance 

Follotving is a trial balance at December 31, 1946, of the 
hlitchell-Biyan Construction Company, which was incorpo- 
rated in 1946. The trial balance, prepared bi' the bookkeeper, 
does not balance by $100.00, and 3*011 have been asked whether 
the cause of the difference can be located b3’ an inspection of 
the trial balance. The onh* items known to be correct are the 
cash balances shown to be in the bank and in the working fund. 
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Analyze the trial balance, showing the sources of the post- 
ings in each account, and point out the various possible causes 
of the error. 


Account 

Debit 

Credit 

Cii'-Ii in b-nnk 

S 627,9S0.1S 

8 438,889.5 1 

Worl:inp fund 

2.o,2SG.44 

23,G9S.35 

.\c('Ount.‘; receivable 

Marketable sccuritv 

4GS,S01.05 

50,000.00 

2o2, 730.18 

Supplies 

3S,9G5.02 

23,745.33 

Work in process 

'rrucks, tools, and implements 

413,577.88 

31,G37.25 

293,471.80 

Ke^erve for depreciation on trucks, etc.. 


13,468.72 

Bank loan 

10,000.00 

75,000.00 

.‘\ccounts payable 

353,503.10 

403,165.32 

Deferred billing on work in procc.'^s 

48,962.28 

132,470.40 

Capital stock 


300,000.00 

Interest received 


250.00 

Sales 

Cost of sales 

Adininistrntivc expense 

293,471.80 

39,897.57 

385,280.93 

Totals 

82,402,082.57 

82,402,182.57 


PROBLEM 19 

Fij\’AN’cnvL Statements of Syndicate 

From the data submitted below, prepare, for Murraj’’ and 
Ryan, a balance sheet at December 31, 1945, and a statement 
of profit and loss for the year ending on that date. 

Alfred iMurraj* and Frank Ryan purchased a piece of unim- 
proved jiropcrty in 1943, each contributing S200, 000.00 cash 
as his share in the cost of .$400,000.00. They decided to erect 
immediately an apartment hotel, which would be transferred 
upon completion to a jiroposcd cooperative venture to be 
known as Clearview Apartment Hotel Corporation. 

Murray and Ryan entered into a trust agreement whereby 
Murray, as trustee for the two promoters, took title to the 
land at a ^'alue of .$400,000.00 and arranged with his banker 
for a loan of $3,000,000.00, secured by the land and the pro- 
jioscd building, the latter to cost not less than .$2,500,000.00. 
1 he indebtedness was to be evidenced by 20-ycar ()% gold 
bonds dated July 1, 1944, with interest payable semiannually. 
Murray engaged French and Rngli.sli, architects, to de.sign and 
supervise the construction of the hotel. 

On July 1, 1944, the Clearview Ap.artment Hotel Corpora- 
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tion ^vas organized mtli a capitalization of 15,000 shares of 
common stock having a par value of SIOO.OO each, Murray’", as 
trustee, subscribing for the entire 15,000 shares. 

The building was finished December 31, 1944, and on 
that date the net equity (land and building, less the 
mortgage bonds) was transferred to the Clear\dew Apart- 
ment Hotel Corporation as pa 3 Tnent for the 15,000 shares 
of stock, an entr^^ being made on the trustee’s books on that 
date as follows: 


Hotel stock to be sold $1,500,000.00 

Capital stock $1,500,000.00 

To record rcceipt of 15,000 shares of 
Clcar\’icw* Apartment Hotel stock. 


The arcliitects agreed to accept, in Hen of a fee, 15 per cent 
of the total net earnings of the trustee. In computing profits 
accruing to the arcliitects from the sale of stock, the land ac- 
quired bj’’ the trastee for §400,000.00 is to be valued at S500,- 
000.00. Anj' sums credited to the account of the architects 
are to be considered distributions of profits and not elements 
of expense or cost of consti’uction. 

The trustee’s books wei'e not closed at December 31, 1944, 
and a trial balance at that date and at December 31, 1945 was 
as follows: 

December 31 


P.'irticulars 

1944 

1945 

Debit balances: 

Cash in b.ank 


$ 3,669.34 

Construction costs 

$2,563,819.33 

400,000.00 

2,563,819.33 

Hand 

400,000.00 

iMortsiace fund 

31,954.30 

Expenses paid in connection with s:rle of 
Clcarcicw Apartment Hotel stock 

146,318.92 

Bond discount 

300.000.00 

300.000.00 

Interest paid 

90,000.00 

180,000.00 

Financial expenses in connection with 
bond issue 

22,643.18 

22,643.18 

Hotel stock to bo sold 

1,500,000.00 

462,000.00 

French and Enclish 

15,000.00 

45,000.00 

Net eqviitv in real estate 


176,818.00 

Notes receivable 


207,612.50 

Stocks and bonds 


100,287.44 

General cxj^ienso 


10,382.19 

Discount on sjilo of hotel stock 


92,800.00 

Totals 

$4,923,416.81 

$4,711,350.90 
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Credit Iwlanres: 

Cnpital stock $1,500,000.00 $1,500,000.00 

ivlortpripc p:i 3 ’al)!e 3,000,000.00 3,000,000.00 

Interest earned 23,41G.S1 31,350.90 

Alfred ^Iiirrnv 200,000.00 90,000.00 

i'mnkKyan.! 200,000.00 90,000.00 


Totals $4,923,410.81 $4,711,350.90 


During the course of j'our audit, the following additional in- 
formation is obtained by j^ou: 

(1) The trustee agreed to pay the interest from January 
1, 1945, to JimeSO, 1945. 

(2) rUl sales of stock were credited at par to the ''Hotel 
stock to be sold'' account. An analysis of stock sales for 1945 


is as follows: 

Farticulnrs Amount 

Par value of stoclc sold $1,038,000.00 

Discounts allowed 92,800.00 

Not sales S 945,200.00 


Paid for in ensh and other assets as follows: 

Cash at time of sale.s $289,400.00 

Stock.s and bonds, at market price when received 73,392.13 

Net oquit.v in miscellaneous real estate 104,318.00 

Notes receivable 418,089.87 

Total $ 915,200.00 


(3) Cash received on notes in 1945 amounted to 8183,582.- 

06. 

(4) On December IS, 1945, notes receivable totaling 826,- 
895.31 were paid in stocks and bonds ha^^ng a market value of 
825,500.00. These securities are included in the trial balance 
dated December 31, 1915. 

(5) J’he net equity in miscellaneous real estate is com- 
po.scd of the following; 


Particulars 

Property A 

Propertj' B 

Total 

Pool: value f)f laud 

$220,318.00 

$74,000.00 

$294,318.00 

Murtpaacs pavablc 

100,000.00 

30,000.00 

130,000.00 

Net v.aluo .cot up on book.® at time 

UDOvc jiroportif-A were ricquirotl , 

$120,318.00 

.$-14,000.00 

$104,318 00 

Pa\aiiO!if,- on Inortp.aps dnrirut 1015.. 

10,000.00 

2,.500.00 

12,.500.00 

Not equity per IkkjLs Deccml>er 
31, 101.5 

$130,318.00 

$40,.500.00 

.$170,818.00 
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(6) An appraisal of the above properties reveals that, at 
the date of acquisition, they had the follovdng fair market 
values, before deducting the mortgages unpaid : 

Property A 8190,000.00 

Property B 40,000.00 

Total $230,000.00 

Depreciation on these properties in 1945 may be dis- 
regarded. 

(7) In order to induce certain noteholders to pay promptly, 
the trustee, on December 15, 1945, agreed to allow a discount 
of $4,000.00 and these notes were paid in January, 1946, on 
that basis. 

(8) All disbursements in 1944 were made from the mort- 
gage fund and the balance at December 31, 1944, was paid to 
the trustee early in 1945. 

(9) The market value of stocks and bonds at December 31, 
1945, was $122,418.32 and the accrued interest on notes re- 
ceivable and on bonds amounted to 82,481.26. 

(10) Um’ecorded liabilities at December 31, 1945, were as 
follows: 


stock sales expense 85,683.21 

General expenses 816.32 

Total $6,499.53 


(11) No profit, realized or deferred, is to be shown as aris- 
ing at the time of the exchange of the hotel property for 
capital stock. 

(12) No income-tax hability vuU arise to the trustee. 


PROBLEM 20 

IXATENTORT OArERHEADS 

Fi’om the information following, recompute the overhead 
that should be included in the various inventor}’- and cost of 
sales accounts of the Palace Specialties Companj’- for the year 
1945. 
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The accounts you are called upon to adjust are: 

Department 

Particulars ^ ^ ^ Total 

I n ven t ory of 
•svork in proc- 
CS-; 1/1/-15; 

Material... $ 11,000.00 S 9,500.00 $ 8,500.00 S 33,500.00 $ 02,500.00 


Labor 0,000.00 4,500.00 5,500.00 18,000.00 34,000.00 

Overhead.. 5,100.00 3,500.00 2,800.00 7,725.00 19,125.00 


.$ 22,100.00 $ 17,500.00 $ 16,800.00 S 59,225.00 $ 115,025.00 


Invontoiy'offm- 
isiicd .stock 
1/1/45: 

Material... $ 22,500.00 $ 21,000.00 S 20,000.00 $162,000.00 $ 225,500.00 

Labor 11,500.00 9,.500.00 

Ovcrfieact.. 10,200.00 7,625.00 


$ 44,200.00 $ .38,1 25.0 0 

Co.st of sale.'? 

1915: 

.Material... $170,000.00 $110,750.00 

Labor 03,500.00 77,300.00 

Overhead.. 70,0.50.00 45,207.50 


$303,550.00 S233,257..50 


1 n veil t ory of 
work iO proe- 
e«- 12 31/45: 

.Matcri.'d.. $ 15, .500.00 $ 11, .500.00 

I.abor 8,000.00 5,000.00 

Overhead.. 7,0,50.00 4,125.00 


$ .30,5.5f) 00 $ 20,(!2.5.00 

Inventory of fin- 
ished eof.ds 
12/31/45: 

.Material. . $ 25, .500.00 $ 22,500.00 

1-alxir 13, .500.00 12,000 00 

Overhe.id.. 12,000.00 8,625.00 


$ ,52,000.00 $ 43,125.00 

I)<“part mental 
transfer-, at 
I's-t (inrludeii 
in exist of; ale.,' 
above) : 


9,500.00 

84,500.00 

115,000.00 

5,900.00 

36,975.00 

60,700.00 

$ 35,400.00 $283,475.00 $ 

-101,200.00 

$110,250.00 $405,000.00 $ 

796,000.00 

58,0.50.00 206,050.00 

405,500.00 

33,295.00 

91,747.50 

240,300.00 


$201£95^ $70 3^397.^ $1,441,800.00 


$ 

9,500.00 

$ 38,500.00 $ 75,000,00 


0,000.00 

21,000.00 

40.000.00 


3,100.00 

8,925.00 

23,200.00 

.$ 

18,600.00 

8 68.-125.00 $ 138.200.00 


$ 20,000,00 $175,000.00 $ 
15, .500.00 91,000.00 

8,300.00 40,3.50.00 

250,000.00 

135,0()0.(M) 

69,275.00 

$ 49,800.00 $309,3.50.00 $ 

451,275.00 

.Sirs* 
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I^Iaterial.. S 12,250.00 $ 4,750.00 S 17,000.00* 

Labor 5,S00.00 2,550.00 8,350.00* 

Overhead,. 2,707.50 1,095.00 3,802.50* 


8 20,757.50 $ 8,395.00 S 29,152,50 * 

*Red, 

Included in the foregoing inventon,* of finished goods at 
December 31, 1945, are items which were on hand at the begin- 
ning of the year in finished-goods accoimt, as follows: 

Department 


Farticidars :4- Total 

Matei-ials 83,500.00 82,200.00 8 6.500.00 812,200.00 

L.abor 2,000.00 1,800.00 6,000.00 9,800.00 

Overhe.ad 1,650.00 800.00 1,875.00 4,325.00 

Totals 87.150.00 84,800.00 814.375.00 826,325.00 


These figures, totaling 826,325.00, are the ones that appeared 
in the opening inventory; in the closing inventorj^ thej^ were 
included at one-half these values, or 813,162.50, owing to style 
changes diuiiig 1945, and the other half was carried to cost 
of sales. The remainder of the opening inventor^’ of finished 
stock and work in process was sold during 1945. 

Overhead dining 1944 and 1945 has been based on a per- 
centage of prime cost. While this method is open to certain 
objections, it results in substantial accinacj’, and it has been 
decided to adjust the actual figures for absorbed overhead by 
the difference between the total absorbed and the actual over- 
head. On tins basis, the total overhead at December 31, 1944, 
in finished goods should have been 856,147.50 and in work in 
process, 817.690.63. Total actual overhead for 1945 was 8278,- 
245.00.' 

■ PROBLEM 21 

Fmm B.\l.a.xce Sheet of Hospital 

The Hopewell Sanitarium, a nonprofit corporation, is main- 
tained by subscriptions from membeis of a certain rehgious 
organization. Its trustees have submitted to you the open- 
ing and closing trial balance for the calendar year 1945 and ask 
you to prepare the necessaiy adjusting journal entries and a 
balance sheet showing the various assets and habihties in de- 
tail under each fimd, including thereon a summary of changes 
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during llie year in the net worth of each fund. No changes or 
adjustments arc necessary on the opening trial balance, but in 
]weparing the balance sheet as of December 31, 1945, the fol- 
lowing instinctions and information are to be eonsidcred: 

(!) Two bank accounts are maintained, one for current 
funds and the other for all the remaining funds. 

(2) Depreciation on the balance in the building accounts 
at tile beginning of the year is to be computed at the rate of 
2 })cr cent. Depreciation on equipment, which should be sim- 
ilarly handled, is to be provided at the rate of 10 per cent. No 
])rovision need be made for additions during the year or for 
the uncompleted building. To perpetuate the building and 
equipment funds in accordance with an agreement with the 
donors, depreciation expense is charged against cuiTcnt fund 
sui’plus, and reiin-estmcnt will be made of tlie accumulated 
funds in other buildings and equipment. 

(3) To help complete building B, an issue of $50,000.00 
0% first mortgage bonds on buildings A and B w%as sold in 
December, 1945, at par, to friends of the hospital, and the pro- 
ceeds were credited to unappropriated funds. The issue is 
dated December 31. 1945, and matures serially from December 
31, 1950, to December 31, 1955. “Unappropriated funds” is 
used as a clearing account for major cash transactions await- 
ing the approval of the Board of Trustees. 

(4) Investments belonging to the annuity fund (Account 
E IS) having a cost (and book value) of $35,000.00 wmre sold 
for $30,190.00, which amount included $900.00 for accrued 
interest. The cash was used to help finance building B, the 
credit being made to unappropriated funds. The loss from 
the sale is to be charged to the building fund. At the time 
of the sale of the investments, the following journal entry wms 
made: 

L't'-i <Jii F'lio of iiivo-tments .? 4,810.00 

Ci-liit! hruik— nil , .ao, 190.00 

rimppropri.-itod fnmK— F (iO SflO, 100.00 

C.t-!i in l.'uik — iin.nppropri.'itcO funO' — F 11 4,810.00 

(i)) During the year, cash payments to current fund total- 
ing $3,000.00 w(*re credited to unappropriated ca.sh (Account 
h 11,1 to help defray 1915 operating cxpen.ses of the .‘sanitar- 
ium. In addition, current fund borrowed $3,000.00 from the 
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building fund as evidenced by a non-interest-bearing demand 
note given for that amoimt. 

(6) The annuity contract fund consists of interest-bearing 
annuitj' bonds sold to friends of the hospital, the proceeds of 
which are invested as determined b 3 ' the Board of Trustees. 
Upon the death of an annuitant, the contract terminates and 
the investment becomes available for current funds. like- 
wise, the net income from the annuity fund is transferred to 
cm'rent funds at the close of each 3 *ear. 

(7) Changes in net-worth accounts ma 3 * be explained as 
follows: 

CmTent-fund surplus was credited with funds unappropri- 
ated at December 31, 1944, amountiug to $1,000.00, and net 
income from an annuity fund, $3,245.20; aud charged with net 
operating losses for 1945. 

Nm'ses’ home fund was credited with donations of $227.00, 
and equipment fund with donations of 82,035.85. 

A new annuity contract was written for $5,000.00. 

Donations received dming the 3 'ear amounting to $3,000.00 
wei'e credited to unappropriated funds. 

(8) All income and expense accounts for the 3 'ear have 
been balanced out and all transactions, including those for 
which adjustments are to be made as indicated above, were 
formall 3 * approved by the Board of Trustees on December 31, 
1945. 


HOPEV7ELL SAIsITAElUM 




Trial Balance 

Trial Balance 



December 31, 19-14: 

December 31, 1945 


Account 

Dr. 

Cr. 

Dr. 

Cr. 

A 

11 Cash in bank 

$ 

S6.47 

$ 

347.5S 

A 

12 Petr\* cash S 

200.00 

$ 

250.00 


A 

1-1 Patients' accounts re- 






ceirable 

3.974.59 


4.237.40 


A 

16 Xotes receivable 

350.00 


350.00 


A 

17 Eeserve for bad debts.. 


200.00 


550.00 

A 

20 Inventorj' of supplies. . 

2.693.66 


2.77S.21 


A 

30 Prepaid insrirance 

904.20 


732.50 


A 

51 Accoimts paj-able 


1,127.S1 


1,392.23 

A 

52 Xotes pa^nble 


500.00 


500.00 

A 521 Xotes paj-able, Hope- 






v'cll Sanitarium 




3.000.00 

A 

53 Bank loan 


12,500.00 


5.500.00 

A 

60 Current fund surplus... 

6.291.S3 


5,941.75 


B 

11 Cash in bank 

1,799.33 



4,250.00 
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n 

In 

Xotc; recojv.nhlc, Hope- 







well S.'iiiitariinn 



3,000.00 


li 

1,8 

investinont.'; 

70,750.00 


0,7.50.00 


B 

2.8 

Land 

00,000.00 


60,000.00 


B 

2G 

Ho-;pital building .4 . . . 

170,842.25 


170,842.25 


B 

27 

Hoppilal building B 







(uncompleted) 

8,500.00 


151,739.33 


B 

.82 

Accounts j)av.ablc 


10,000.00 



B 

59 

He.«ervc for dcprecia- 







tion 


28,490.20 


28,49020 

B 

00 

Ho.-^jut.'d building fund. 


285,395.38 


285,395.38 

C 

11 

Cash in bank 

325.00 


52.00 


c 

12 

Pet tv cash 

25.00 


25.00 


C 

IS 

Invc.stnicnts 

7,500.00 


8,000.00 


C 

2.8 

Land 

24,815.00 


24,815.00 


C 

20 

Xursos’ home building.. 

92,425.75 


92,425.75 


C 

',[} 

Jlc.serve for dcprecia- 







tion 


18,333.18 


18,333.18 

C 

00 

Xurscs’ home fund .... 


100,757.57 


100,984.57 

D 

ii 

C.ash in bank 


42..50 


42.50 

D 

191 

Room.s and general 







eciuipment 

28,790.53 


28,990.53 


D 

192 

Dietary equipment. , . . 

10,298.97 


10,435.40 


D 

198 

Operating room cqui])- 







nu'nt 

17,901.91 


19,501.33 


D 

191 

Lal)oraton,- equipment. 

0,812.28 


0,912.28 


I) 

195 

Xur.se.s' home equip- 







ment 

9, .552.01 


9,552.01 


D 

59 

Reserve for dcprecia- 







tion 


15,840.14 


15,840.14 

B 

00 

ICquipment fund 


57,539.00 


59, 575., 51 

E 

11 

Cash in bank 

3.203.17 


8,038.17 


E 

14 

.\ccounts receivabh'.. . . 

,375.00 




E 

IS 

Invc.'tment.s 

100,250.00 


100,250.00 


!•: 

00 

Anmiitv fund 


103,888.17 


108,-888.17 

V 

11 

Ca.‘-h in bank, unapjmo- 







printed 

1,000.00 



4,810.00 

F 

00 

I'riajqiropriatofl funds. . 


1,000.00 


83,190.00 


1' 1 . 0 -; on .“nlc of 

inont.s 4,810.00 

Totnls $701,707.08 $701,707.08 .$7S7,00.8.ol .87S7,OOr).r)I 


PROBLEM 22 

I.NTr.ncOMI’ANY Ai)JX;ST.MENTS 

On Jami.iiy 1. ]9-jl, tlic Milanclor Protluoi.s Compan}' pur- 
cha 80 (l tlic online capital t^tock of llic IMoiyan Company for a 
ca^h consideration of $22,090.00. I'Vom the followinir lialanco 
sheets, taken from the book.s of the IMorpm Com})any at De- 
cember <11, 1910, 19-M, and 19-1.5, togcthc’’ with the supjilc- 
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nientfiry information given, prepare the necessary adjusting 
journal entries on the books of both companies at December 
31, 1945: 




December 31 


Assets 

1940 

1944 

1945 

Cash 

$ 834.65 



Rents receivable 

2.56S.42 

S 2,05620 

$ 1.860.51 

TJnevpired insurance 

3S5.1S 

463.80 

463.80 

Equipment 

10.899.53 

22,481.93 

22,481.93 

Goodwill 

46.000.00 

46.000.00 

46.000.00 

Deficit 

7,935.58 

7.935.58 

7.935.5S 

Total assets 

868,623.36 

$78,937.51 

$78,741.82 

Liabilities and Net W orth 




Accounts pax'able 

$13,303.54 

$ 2,035.17 


Reserve for depreciation 

3,169.82 

8.439.13 

$10,687.32 

Milander Products Companv 

2.150.00 

18.46321 

18,054.50 

Capital stock 

50.000.00 

50.000.00 

50.000.00 

Total liabilities and net worth . 

$68,623.36 

$78,937.51 

$78,741.82 


The books of the hlorgan Company have not pre^noiisly 
been audited and the following information was obtained dur- 
ing the course of the present examination: 

Accoimts payable at December 31, 1940, wei‘e understated 
by 31,483.21, and this amoimt was charged to expense in 1941 
when paid. 

All cash receipts and disbui-sements since January 1, 1941, 
have been handled by the hlilander Products Company and 
entered in the current accoimt with the hlorgan Company. 
The nominal accoimts on the hlorgan Company books are 
closed to jMilander Products Company's cm-rent accoimt at 
the end of each yeai\ 

The following profit-and-loss statement of the jNIorgan Com- 
pany for the year ending December 31, 1945, was presented to 
you: 


Farticiilars Amount 

Eents recei\-cd 526,242.67 

Kents paid 512,000.00 

Depreciation 2,24S.19 

Insurance l.loS.lO 

Othex expenses S,31S.91 23,70529 

Net profit transferred to current account,. S 2,537.3S 
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Balance — ^December 31, 1945 18,054.50 

Totals 844.492.86 8 44.492.86 

During 1945 additional equipment at a cost of 86,000.00 Tras 
purchased foi* the hlorgan Company and charged to the par- 
ent company’s investment account, increasing the balance 
therein at December 31, 1945, to 828,000.00. 

The proper rates of depreciation for 1945 are 10 per cent on 
the equipment balance at the beginning of the year and 
5 per cent on additions. Unexpired insurance at January' 1, 
1945, amoimting to 8463.80, cover's the fii'st five months of 
1945. The rents receivable at December 31, 1945, are imder- 
stated by $500.00 on the hlorgan GompanUs books, but the cor- 
rect amount was set up on the books of the parent company. 
During 1945 neither company made the entr^’ necessai'^* to 
take up the 82,000.00 annual charge for executive serrdces 
made by the hlilandei' Products Company. Rents due hlor- 
gan Company are to be carried on their own books rather than 
on the books of the hlilander Products Company. 


PROBLEM 23 

B.4IAXCE Sheet After ]\Ierger 


Mason hlfg. Co. and PeDiam Sons, Inc., decided on Api'il 30, 
1946, to combine their intei'ests in a single company to be 
established under the laws of the State of Delaware for that 
purpose and to be called Mason-Pelham Company. You are 
called upon to prepare a balance sheet of the new company. 

Balance sheets of the two companies on the date of the con- 
solidation were as follows : 

Mason Pelliam 

Assets Mfg. Co. Sons. Inc. 


Cash 

Eeccirables, net 

Inventories 

Land 

Machinery and equipment, net 
Goodwill, acquired vdth stock. 


8 14T.965.75 
1S9;660.67 
386.200.27 

140.000. 00 
895.609.82 

500.000. 00 


8 95,456.45 

57,720.53 
652,429.51 

352,726.74 


Total assets 


82.'259.436.51 


81,158.33323 


Liabilities and Xet Worth 

Accounts payable 8 45.475.38 8 131,216.21 

Accrued income tax 38,916.20 7,843.12 
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(d) The fixed assets of Pelham Sons, Inc., "U’ere informally 
appraised by officials of both companies as follows : 

Fnrticiilai~5 Per Books Appraisal 

Machinery and equipment S52S, 625.44 §629,698.51 

Pcsor\’o for depreciation 175,898.70 190,217.18 

Net value 8352,726.74 §439,481.33 

It was agreed that these figures should appear on the records 
and statements of the new compan5^ 

(e) The new companj’- wall have but one class of stock: no- 
par coimnon, which will be issued against the net values of the 
tangible assets, as above described, on the basis that each share 
of new stock is worth S5.00, remaining amounts less than S5.00 
to be disregarded. In addition, the two companies vdll re- 
ceii’e shares (equal together to the total alreadj’- issued) in the 
ratio of 2 shares for the Mason Mfg. Co. to 1 share for Pel- 
ham Sons, Inc., as the purchase price of their earning-produc- 
ing abilities. Your opinion has been solicited on the latter 
point. Should “capitalized earning power” be set up on the 
new balance sheet to offset the shares issued against the earn- 
ing power of the two enterprises? You are informed that the 
laws of the State of Delav^are require no minimum paid-in 
value. 

PROBLEM 24 

Application of Funds 

Fi’om the follovdng information prepare a worksheet for a 
statement of application of funds for B Companj'- wliich re- 
flects, among other items, the increase or decrease in working 
capital: 

March 31 


Assets 

1945 

1946 

Cash on hand 

§ 500.00 

§ 1,000.00 

Bank deposits 

7,489.60 


Accounts receivable 

68,531.08 

93,856.29 

Plant and equipment 

198,215.83 

224,582.60 

Prepaid expenses 

1,650.26 

1,765.41 

Inventories 

106,418.31 

111,307.26 

Notes receivable 

22,052.14 

18,998.33 

Goodwill 

35,600.00 


Deferred bond discount 

2,460.52 

2,003.15 

Investments 

10,000.00 

12,500.00 

Total assets 

§452,917.74 

§466,013.04 
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20 per cent on installment sales prices is allowed on all cash 
and ordinary credit sales. 

Follomng is a trial balance of Woods and Bray at December 
31, 1945: 

WOODS AND BRAY 
(A Partnership) 

Trial Balance — ^December 31, 1945 


Particulars Dr. Cr. 


Cash in bank S 5,188.50 

Installment accounts receivable 223,066.00 

Ordinarj'^ accounts receivable 4,954.00 

Reserve for bad debts — 

Installment S 3,000.00 

Ordinarj’- 400.00 

Inventory of furniture, valued at the lower of 

cost or market — ^Januarj’’ 1, 1945 101,767.00 

Reserve withheld by Furniture loanee Trust. 11,733.25 

Une.vpired insurance (December 31, 1945). . . 665.00 

Store fixtures 4,900.00 

Reserve for depreciation — Store fixtures 1,864.00 

Delivery truck 996.00 

Reser\’'e for depreciation — ^Truck 124.50 

Electric sign 2,525.00 

Reserve for depreciation — Sign 2,072.60 

Bank loan 9,000.00 

Accoimts payable 11,891.03 

Due to Furniture Finance Trust 76,755.00 

Harr}’’ B. Woods, Capital 155,491.75 

WiUiani R. Bray, Capital 51,260.87 

Harry B. Woods, Drawing .' . 2,580.00 

William R. Bray, Drawing 1,230.00 


Totals 8359,604.75 8311,859.75 

Net profit A . v‘ 47,745.00 


8359,604.75 8359,604.75 
Dr. Cr. 

Sales— 

Cash sales 8 16,156.00 

Ordinary credit sales 48,244.00 

Installment sales 182,950.00 

Purchases — 

New 8135,807.00 

Depreciated cost of furniture repossessed... 3,500.00 

Repairs on repossessed furniture 712.00 

Partner’s salar 3 ^ 5,200.00 

Interest paid 682.00 

Furniture Finance Tnist^ — interest charges.. . 12,567.00 

Bad debts — 

Installment accounts 2,555.00 

Other accounts 385.00 
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1943 38,947.00 50 19,473.50 

1944 87,464.00 54 47,230.56 


8152,679.00 880,111.90 


Bad-debt losses were cbai'ged direct!}' to expense. The re- 
serves for bad debts appearing on the books are considered 
adequate. 

At December 31, 1945, an analysis of the receivables and the 
loan from the finance companj’" revealed the following : 

Due Due 

Particulars Past Due in 1946 After 1946 Total 

Installment acco\mts receivable.. 812,300.00 873,500.00 8137,266.00 8223,066.00 

Ordinarj’ receivables 506.00 4,448.00 4,954.00 

LoJin from finance company 31,250.00 45,505.00 76,755.00 

The opening inventory was overstated $3,600.00 through an 
error in footing the simmiaiy. This error resulted in over- 
stating the 1944 gross profit percentage on installment sales 
by 2 per cent. The gross profit reported in 1944 on collections 
on 1944 installment sales totaled $16,200.00. 

The closing inventoiy, valued at cost, vas $101,192.00, and 
at the lover of cost or market, $99,362.50. 

The schedule prepared on loans from the finance company 
shovs prepaid interest of $4,623.00. 

Proi’ide depreciation for 1945 using the rates prevaihng in 
past yearn, as f ollovs : 

' Per Cent 


Store fixtures 10 

Delivery equipment 25 

Electric sign 20 


Installment accounts receivable vere financed in part dur- 
ing 1945 by loans from the Furniture Finance Trust on as- 
signed accounts. The interest charge is 20 per cent on four- 
year accounts, vith a decreasing charge on shorter term re- 
ceivables. In addition, the finance company retams a 15 per 
cent deposit refundable as the loan is hquidated. Papnents 
on loans are based on the installments maturing each month 
on receivables assigned. 

The 6 per cent banlc loan of $9,000.00 natures January 2, 
1946, interest thereon ha^ing been prepaid. 
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PROBLEM 26 


Since the formation of the partnership in 1935, profits have 
been dimded as follows; 


Harry B. Woods % 

William R. Bray 


On January 1, 1945, WiUiam R. Bray discontinued active 
participation in the management and operation of the partner- 
ship. To compensate Harry B. Woods for his services, the 
foUovnng clauses were added to the partnership agreement; 

“(1) Each partner shall be allowed interest at the rate of 
5 per cent on the balance in his capital account at the begin- 
ning of each yesLi', excluding unrealized profit. 

''(2) Harrj^ B. Woods shall be allowed a salary of $5,200.00 
per annum, payable $100.00 per week. 

“(3) Harry B. Woods shall be entitled to a bonus of 5 per 
cent of net profits computed on the accrual basis, after inter- 
est on capital accoimts, but before bonus.” 

From the above prepare; 

(1) Journal entries necessary to adjust the books and to 
place them on the installment basis. 

(2) Balance sheet at December 31, 1945, on the install- 
ment basis, supported by a schedule of changes in the partners’ 
capital accounts. 

(3) Statement of profit and loss for the year 1945 to show 
the net profit, both on the accrual basis and on the installment 
basis. 


PROBLEM 26 

Beanch and Home Office Cost of Sades 

From the following information, taken from branch and 
home office books, prepare for the year ending December 31, 
1946; 

(1) Statement of gross profit which should indicate the 
gross profit earned by the branches and home office and the 
combined gross profit after deducting co mmi ssions. 

(2) Statement of cost of sales. 

The home office makes shipments to branches and dealers 
and bills both at a figure which is 120 per cent of factory cost 
less 10 per cent for commissions. 
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The eutrj' on home office books on shipments to dealers is as 
follows: 

Debit — ^Accormts receivable at net billing price. 

Debit — Commission expense at 10 per cent of gross bill- 
ing price (120 per cent of factory cost). 

Credit — Sales at gross billing price. 

At the same time inventory is credited and cost of sales charged 
at cost. 

Wlien shipments to branches are made, the following entrj' 
is made: 

Debit — ^Branch at net bOling price. 

Credit — Inventor 5 ' at factory. 

Credit — Reserve for profit in branch inventories. 

Periodically, the branch ad^'ised the home office of the num- 
ber of imits sold bj* them and this information is used to make 
the following entry: 

Debit — Cost of sales at factory cost. 

Debit — ^ReserA'e for branch profit in inventories. 

Debit — Commission expense at 10 per cent of gross bill- 
ing price to branch. 

Credit — Sales at gross billing price. 

The net billing price to branches and dealers was found to 
be S108.00 pel’ imit. 

The inventorA* in units of the home office at December 31, 


1946, was as follows: 

Oq liaud — Januan* 1, 1946 1S43 

Mamifact\ired during: 1946 SloO 9993 

Shipments to branches 3632 

Shipments to dealers 4001 7693 

On hand — December 31, 1946 2300 


When the branches received sliipments from the home office 
they charged inventory at net billing price of SIOS.OO per unit 
and credited home office. As sales are made, the branch makes 
the following entries: 

Debit — Accoimts receivable at selling price. 

Credit — Sales. 

and 

Debit — Cost of sales at SIOS.OO per unit. 

Ci'edit — InventorA' at SIOS.OO per unit. 
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The units in braBch inventory at December 31, 1946, were 
determined as follows: 


On hand — ^Januar}' 1, 1946 761 

Received from home office in 1946 3632 

Total 4393 

Sales at $150.00 per unit 3891 

On hand — ^December 31, 1946 502 


The cost of production in 1945 and 1946 was uniform; the 
resen’e for profit in branch inventories had a credit balance of 
86,088.00 on December 31, 1946. 

PROBLEM 27 

Effect of Boxes axb Tax ox Ixcomb 

During 1946, the net sales of the Durable Machine Com- 
pany were 83,200,000.00 and net profit, after deducting bonuses 
and Federal income tax of 40 per cent, was 8140,700,00. In 
heu of salaries. A, B. Ferguson, president of the company, and 
T. A. Gouffe, sales manager, each received a bonus: the former, 
10 per cent of net profit after deducting all bonuses and Fed- 
eral income tax; the latter, % per cent of net sales plus an 
amount equal to % the compensation of the president. 

For 1947 it is estimated that net sales will be 83,000,000.00, 
and net profit (before deducting the compensation of the pres- 
ident and sales manager and before deducting Federal income 
tax) will be 5 per cent thereof. The Board of Directors has 
continued the compensation of the two officers on the bonus 
basis prevailing in 1946, It may be assumed that the Fed- 
eral income tax rate for 1947 will be 35 per cent. 

You are called upon (a) to compute an estimate of 1947 net 
profit after all deductions, and (b), for comparative purposes, 
to recompute the net profit for 1946, assmning the rate of Fed- 
eral income tax in 1946 had been 35 per cent. 

PROBLEM 28 
S.ALE OF PaKTXERSHIP 

On November 2, 1946, you are called upon by the Mon- 
mouth Clothing Compan3'' to determine the amount to be paid 
in cash to each of the partners of the Better Price Garment 
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Disti'ibiitors for their business. You are furnished ■\\*ith a 
copy of a contract dated October 31, 1946, signed by all the par- 
ties, under the terms of which the assets and habihties of the 
Bcttci' Price Garment Distributors were to be taken over on 
the same date by the INIonmouth Clothing Company. Per- 
tinent details of the contract and other information follow: 

(1) C. L. Bodd and Floyd Gessei* are the partners. A third 
partner, George Gash, who was to have had, in addition to a 
regular commission of 12 } ^ pw* cent on his sales, a one-eighth 
intei'est in the partnership profits (in return for liis ser\-ices 
as a salesman) from January 1, 1945, was discharged on De- 
cember 31, 1945, and was given his accrued commissions and 
§4,500.00 in cash in lieu of his sliare in the profits and in full 
settlemeait of his interest in the partnership. 

(2) Bodd and Gesser contributed §50,000.00 and §20,000.00, 
respectively, at the outset of the partncrsliip (April 1, 1944), 
and drew monthly salaries of §300.00 each which everyone 
considers a fair compensation for their services as manageis. 
They were to share in any remaining net profit or loss of the 
business two-thirds and one-third, respectively. 

(3) For their interest in the partnership, Bodd and Gessei’ 
arc to be paid in cash the sum of the following: 

(a) Assets at their cost less depreciation, if any, less all 
liabilities, and 

(h) Goodwill, in an amount equal to one-fourth the 
total net profit for 1944 and 1945. No deduction is to be 
made for 1946 losses. 

(4) Operating expenses are to be regarded as ha^'ing ac- 
crued in the year in which paid. The cost of merchandise 
sold and bad debts are to be prorated over each of the various 
years in proportion to net sales. Inventory depreciation at 
November 2, 1946, is to be spread three-fifths to 1946, and 
two-fifths to 1945. Fixture depreciation is to be computed at 
10 per cent per annum. 

No satisfactory books of account have been kept but you 
are able to compile an accurate analysis of cash receipts and 
disbui'sements as follows: 

10 t-i (from April I) Receipts Disbxirsemeiits 

Capital contributed by partners $ 70,000.00 

Bank loan ! 10,000.00 

Collections from customcis 1S4,062.2S 
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Withdrawals — ^Bodd 

Withdrawals — Gcsser 

hlerchandise creditors 

Operating expenses 

Partners’ salaries 

Eixtiu'es piu'chased (April 1) 

1945 

Collections from customers 359,391.05 

Withdrawals — Bodd 

Witlidra wals — Gesser 

Commissions paid to George Gash 

hlerchandise creditors 

Knal pajTnent to George Gash. 

Operating expenses 

Partners’ salaries 

Fixtiu^s purchased (July 1) 

1946 (to October 31) 

Collections from customers 

W ithdra wals — ^B odd 

hlerchandise creditors 

Operating expenses 

Partners’ salaries 

Sales were: 

1944 (9 montlis) 

1945 

1946 (10 months) 


114,769.27 


$250,922.56 

S76.3S3.S4 

125,461.28 


S 500.00 
100.00 
165,242.18 
80,345.60 

5.400.00 

3.450.00 


547.20 

5,000.00 

12,500.00 

200,682.84 

4.500.00 
83,087.23 

7.200.00 
4,365.60 


7,006.52 

102,453.61 

51,641.82 

4,200.00 


Of the balance of accounts receivable at October 31, 1946, 
S94.545.0S, 3 W 1 estimate that $9,000.00 is uncollectible. 

The inventory' of merchandise on hand, at cost, is $44,663.75, 
and includes $23,851.52 which had not been paid for at Octo- 
ber 31, 1946. It has been agreed that the inventor^'' has de- 
preciated 50 per cent. 

Aside from the impaid purchases, the partnership habilities 
consist of the loan from the bank, made in 1944, and unpaid 
partnei's"' salaries for three months. 


PROBLEM 29 

PnoEG-iiazATiojc ADJUsnxrE?rrs 

You are called upon bj' a conmiittee appointed bj' certain 
common stockholdei-s of the Premier Tester Company and cer- 
tain prefeined stocldioldei's of the Premier Corporation to in- 
vestigate the facts behind the recent oi'ganization of the latter 
company. For the purposes of tliis problem, j'oiu solution is 
to consist of a redrafting of the balance sheet of Premier Cor- 
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poration and the auditor’s certificatej both of -^hich appeared 
in a report to stockholdei’s as at August 31, 1946. You are 
also to prepare a statement of reconciliation between the net 
worth of the predecessor company, before adjustments, if any, 
and the net worth of the Premier Corporation as determined 
by you. 

You are permitted access to the books and other records of 
both companies and from them you asceidain the following 
facts: 

(1) Premier Tester Company, due to the depression and to 
possible mismanagement, was in financial difficulties earh* in 
1946, at which time it owed the Foothold State Bank on a de- 
mand loan $150,000.00. A subsidiary' of the bank. Foothold 
Securities Company, was called upon in an attempt to reor- 
ganize the finances of the business in such a way that suffi- 
cient working capital could be obtained to take care of cm- 
rent obhgations. The company had always paid substantial 
diffidends and was deemed capable of earning in excess of 
$500,000.00 per annum imder a responsible management. 

(2) On August 7, 1946. an agi'eement was drawn up contain- 
ing, as its principal proffisions, the following: 

(a) Parties to the agi'eement: Premier Testei' Company, 
George Ginunel, and Foothold Securities Company, desig- 
nated respectively as first, second, and thu'd parties. 

(b) Second party to form a new corporation immediately 
to be kno'O'n as Pi'emiei' Coiporation, to be incorporated imder 
the laws of the State of Delaware, and to have authorized 
issues of 75,000 shares of $3.00 cumulative preferred no-par- 
value stock haling a stated value of $37.50 per share, and 
25,000 shares of no-par-value common stock hai'ing a stated 
value of $1.00 per share: at stockliolders’ meetings each sliare 
of preferred stock to have voting rights equal to each share of 
common stock. 

(c) Third party agrees (1) to buy, on or before August 
31, 1946, all authorized preferred stock of the new company; (2) 
to pay for same $40.00 per share in cash or in property, the 
latter at values as may be determined by the Board of Di- 
rectors: and (3) to sell such stock to the pubhc, as a new 
issue, at $50.00 per share or more. 

(d) First party agrees to sell (vendee not specified) its 
plant (f.c., fixed assets) for $1,000,000.00 in cash, and its re- 
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maining assets (excluding cash) and business, less liabilities, 
at August 31. 1916; for the 25,000 shares of no-par-value stock 
of the new company. 

The above agreement was at once approved by the stock- 
holders of the Premier Tester Company, and the president. 
George Gimmel. was authorized to carry out the companws 
obligations thereunder. 

(3) The balance sheet of the Premier Tester Company at 
August 31. 1946, immediately before its assets were turned 
over to the new company, was presented to you as follows: 


PEEMEER TESTER. COMPART 
Balance Sheet — August 31 , 1946 


Cash S 214.52 

Customers 15S.539.1S 

InventoriK 47.663.20 

FLmt 5,S99T3.5.96** 


Liabilities 

Foothold State Bank.. S 150,000.00 

Creditors 622,485.61 

Reserve for deprecia- 
tion 1,002,640.95 

Capital stock 5,000,000.00 

DeScit 669,573.70" 

.$6,105,552E6 


S6.105.5-52.S6 

** Xet Eovnd Talce. per appraisal report ol Ameritsn Appmisal Ccpauanj' as at Acsst 6, 
1946, Sl,O01455.S4. 


(4) Balance sheet and auditors’ certificate extracted from 
printed report to the stockholders of the new corporation (date 
of iucoiporation, August 15, 1946) : 


PREMIER CORPORATIOR 
Balance Sheet — August 31, 1946 


A^ets 

Cash in bank S 409,629.35 

Receivables (net) 89,269.59 

Inventories, at cost or 

less 21.932.79 

Plant 3.0-50,000.00 

83,570,831.73 


Liabilities 

Creditors $ 347,856.26 

Preferred stock 2,812,500.00 

Common stock 25,000.00 

Surplus, available for 

dividends 355,475.47 

83,570.831.73 


have examined the books and accounts of the Premier 
Corporation and its predecessor, the Premier Tester Com- 
pany, as at August 31, 1946, and the agreement dated August 
7, 1946, between Premier Tester Company, George Gimmel, 
its president, and Foothold Securities Company. We hereby 
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cei’tify that in our opinion the above balance sheet is in con- 
formity vrith the books and presents a true pictm'e of the fi- 
nancial condition of Premier Corporation at August 31, 1946, 
subject to the following; 

“(a) Capital assets, 83,050,000.00, acquired from the pre- 
decessor company, have been recorded on the books at values 
given to them bj^ the Board of Directors, winch represent sub- 
stantial reductions in the value thereof reflected in the books 
of the predecessor company. Certain nom’ecnrring charges 
and other financing, legal, and rehabilitation expenditures 
totahng 850,000.00 have been capitahzed. 

‘‘(b) Customers’ accounts have been valued on the basis 
of 50 per cent of the receivables from customers appear- 
ing on the books of the predecessor compan 3 ', which we be- 
heve to be conseiwative. Inventories have been depreciated 
sometliing more than 40 per cent, owing to the desfie 
of tlie president, hlr. George Gimmel, to meet declining 
price levels. 

Sweet akd Short, 
Accoimtants and Auditors.” 

(5) On the books of the Premier Tester Compan}* j’ou find 
six joiu'nal entries recorded after the balance sheet had been 
prepared. The explanations attached to these entries, except 
as noted elsewhei’e, j'ou find are substantiaUj' in accord with 
the facts. 


( 1 ) 


Gash in b.ank S 525,370.65 

Rcscn'e for depreciation 1,002,640.95 

Foothold State Bank 150,000.00 

Creditors 274,629.35 

Deficit (intcxest paid but not accrued) 1,000.00 

Deficit 3,955,495.01 

Plant account 

Customers 


Sale of plant to Parlous Shearer, nominee for 
Foothold Securities Company, mcluding as- 
sumption by him of certain pressing obliga- 
tions of our com^wny which he immediately 
paid off in cash in full, and the assignment to 
him of an account guaranteed by Foothold Se- 
curities Company, the proceeds of wliich are to 
bo turned over to our companj-^s successor. 


S5.S99.135.96 

10,000.00 
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( 2 ) 

DeScit 74.269.59 

CiiSToniers 

Esrimriied loss from bad debis. oar company 
neTor baring had a reserre therefor and many 
accoants are norr believed uncollectible; au- 
thorired bv Board of Directors August 31, 

1946. 

(3) 

Deficit 25,730.41 

Inventories 

Estimated decline of 53.9SSS per cent in value of 
inventory per instractions of Mr. George 
Gimmel. our president. 

( 1 > 


Capital stoci; — ^Premier Corporation 2.500,000.00 

Creditors 347,556.26 

Deficit 

Customers 

Inventories 


Profit from sale of accounts receivable p.nd in- 
ventories. less creditors, in exchange for com- 
mon capital stock of Premier C-orporation. 


74.269.59 


25,730.41 


2,751.653.58 

74.269.59 

21,932.79 


(5) 

Deficit 525.5S5.17 

Cash in bank 525.555.17 

Liquidating cash dividend paid pro rata to our 
stockholders per authoriration of Board of Di- 


rectors Aucust 31. 1946. 

( 6 ) 

Cnnital stock 5,000.000.00 

Deficit 2.500.000.00 

Capital stock — ^Premier Corporation 2,500.000.00 


Distribution to our stockholders, some of vrhom 
refuse to surrender their certificstes of stock of 
our company, consisting of 25,000 shares of 
no-par-common stock of Premier Corporation. 


(6) On the books of the nevr companv von find the follow- 
ins openins entries: 

( 1 ) 

Plant 83.000,000.00 

Preferred stock §2.512.500.00 

Surplus 157'. 500.00 

Purchase from Parlous Shearer of plant, title 
transferred today, for all of preferred stock 
authorired: and creation of sumlus available 


for dividends (under Delatraie lav. per opinion 
of Mr. F. A. Straight, of counsel), per resolu- 
tion of Board of Directors .and of srockholdeis. 


both dated August 31. 1946, stock issued as 
foliovrs (by direction letter from Foothold Se- 
cmfiries Company) : 
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Certificate 

Number Stockholder Shares Consideration 

1 Foothold Securities Company 50,000 Plant. 

2-5S Individual (new) stockholders 25,000 $1,250,000.00 cash (paid to 

Foothold Securities Com- 
pany). 

The preferred stockholders who have employed jmu belong 
to the second group shown immediately above. 

( 2 ) 


Customers $ 74,269.59 

Inventories 21,932.79 

Cash in bank 474,629.35 

Creditors .S 347,856.26 


Common stock 25,000.00 

Earned surplus 197,975.47 

Receipt of above assets and habilities in exchange 
for issue of all no-par stock of 25,000 shares 
hawng stated value of $1.00 per share, and 
realization of earned discount on purchase of 
$197,975.47 from which di\ddends are pa 5 'able 
in accordance witli above opinion of coimsel. 


(3) 

Receivables — Loan to G. Gimmel, president 15,000.00 

Plant, for disbursements to G. G imm el 12,500.00 

Foothold Securities Companj" 37,500.00 

Cash in bank 65,000.00 


Cash disbursements on August 31, 1946; charges 
to plant authorized bj' Board of Directors for 
personal sendees in piu-chasing the plant at its 
scrap value. 

Cash in bank and the amoimt ovdng to creditors on the cer- 
tified balance sheet of the new compaii}’- you determine to be 
correct. The appraisal of the plant you find has been care- 
fully done and the value shovni therein corresponds closel}’- to 
the book value after adjustment for proper allowances for de- 
preciation and obsolescence which have not been made for the 
last ten j’^eai's. The plant is old and in a state of poor repah’. 
A 50 per cent reserve for bad debts on accounts with customers 
(874,269.59) you conclude is correct. However, the valua- 
tion of the inventories is in excess of the salable merchandise 
on hand and from information made available to j’^ou during 
3 ’’our examination, yon estimate the coiTect amount, based on 
mai'ket values wliich are less than cost, should have been 
85,245.80. You are to pro^dde a goodwill account, if neces- 
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sarj’-, for anj'- excess of stated values over tangible assets 
acquired. 

PROBLEM 30 

Tkustee’s CoNSOLiDA-rED Statements 

Murray Rand, one of three trustees appointed imder the will 
of the late Arthur Seller, asks you to prepare a consolidated 
balance sheet of the various interests controlled by the trus- 
tees, These interests consist of undistributed income, and 90 
per cent of tbe stock of the Cortex Corporation. The Cortex 
Corporation owns 96 per cent of tbe stock of Downej’’ Invest- 
ments, Ltd., an Engbsh corporation. These corporations were 
estabbshed by Mr. Seller for the pm'pose of holding invest- 
ments made bj"- him. Mr. Rand, Ms son-in-law, who has al- 
ways managed these companies, owns the minority stock of 
both. 

Under the terms of the will, the three trustees are to act as 
du’ectors of the two corporations, pay the widow a minimum 
of §30,000.00 annually for her maintenance, and reinvest any 
sm’plus. They ma}’’ also combine the two corporations or dis- 
solve them at them pleasure. You are informed that the trus- 
tees are considering the desirabihty of an immediate consoli- 
dation of the various interests under one head. 

You find that the tM’ee trustees account for them transac- 
tions as follows : 


Stock of 

Investments Corte.v Cash 

Partic\ilai-s in Bonds Corporation in Bank 


On hand at date of death (April 10, 




1940) 


$1,315,155.73 


Dividends from Cortex Corporation. . 



$297,000.00 

Purchase of bonds 

$186,870.83 


186,870.83* 

Sale of bonds 

136,808.33’' 


137,647.45 

Interest received 



99,023.32 

Distributions to Mrs. Seller 



336,966.19* 

Taxes and expenses 



7,345.28* 

Balance — September 30, 1946 . . . 

S 50,062.50 

$1,315,155.73 

$ 2,488.47 


*Red. 


The last coupons chpped from the 6 per cent bonds on hand 
on September 30, 1946, bore the date of September 15, 1946. 
The par value of the bonds is $50,000.00, and their cost and 
present market value $50,062.50. The investment in the Cor- 
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tex Corporation is shown at the value reported for Federal es- 
tate tax purposes wliich the trustees believe to be fail’. T his 
value represents the original cost of $900,000.00 plus appre- 
ciation of securities and the gain from conversion of the foreign 
holdings at the then current rate of exchange. 

The Cortex Corporation was established on July 1, 1936. 
You find that its financial position on various dates has been 
as follows: 


July 

Assets 1, 1936 

Cash in banlcs $1,000,000.00 

Investments, at cost 

Accrued interest 

Stock in Downey Investments, Ltd. 


$1,000,000.00 


Liabilities and Net Worth 

Notes paj'able 

Capital stock $1,000,000.00 

Earned sm'plus 


$1,000,000.00 


April 

September 

10, 1940 

30, 1946 

$ 124,528.20 

S 195,353.39 

1,905,724.91 

1,628,958.52 

15,733.60 

37,692.08 

336,303.36 

336,303.36 

$2,382,290.07 

$2,198,307.35 

$1,036,000.00 

$ 436,000.00 

1,000,000.00 

1,000,000.00 

346,290.07 

762,307.35 

$2,382,290.07 

$2,198,307.35 


For Federal estate-tax purposes, the investments at April 10, 
1940, were valued at $1,986,324.87, their market value at that 
date. Of tliis amount, securities wliich cost $775,692.00 and 
had a market value of $789,620.00 at April 10, 1940, were on 
hand at September 30, 1946. The market value of all the 
securities at the latter date was $1,702,340.90. 

Balance sheets of Downey Investments, Ltd., which was 


incorporated as at Januaiy 1, 

1940, were: 

Janu.arj'- 

April 

September 

Assets 

1, 1910 

10, 1940 

30, 1946 

Cash in bank 

.... £ 74,000 

£ 25,000 

£ 64,000 

Investments, at cost 

— 

105,000 

100,000 


£ 74,000 

£130,000 

£164,000 

Liabilities and Net Worth 

Note p.a}’ablc 



£ 50,000 


Capital stock 

.... £ 74,000 

74,000 

£ 74,000 

Earned surplus 

— 

6,000 

90,000 


£ 74,000 

£130,000 

£164,000 
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Oricinal Prcnt 

Xsme Conrribnifoa or Loss 

J- §20.OM.0CI 

B lo.ow.oa 

c. lo.omoD H 

Toials ?40.(X\\W 


Capital 
Ac-coimt 
July 1.1046 

$ 4i.S16.SS 
4rS.4-S4.62 
12.514.o7 

$102.765.o7 


Included in tiie assets and liabiKties were tlie following bal- 
ances of personal accounts: 


Xaine Dr. Cr. 


A $.3,032.66 

B $ 236.43 

C 4.363.54 


$3.032.66 $4.5P6.P7 

The net assets, exclusive of partners' peisonal accoimts. and 
of SIO.205.20 cash on hand, were sold for -SrSo.ODO.OO. of which 
§25.000.00 was to be paid immediately in cash and the balance 
in four equal annual installments without interest. In case 
any of the four installments were missed, the business was to 
revert to the three partners without reimbursement for any 
installments already p.aid. You were called in to devise a plan 
of distributing the payments aunong the partners. They in- 
formed you that the success of the new proprietors was not 
assured, and that if they (the partners'^ were compelled to 
take the business back, the remaining assets would be of little, 
if any, value. Hasdng de3'ised a plan of distribution, you are 
now recalled, three yearns later, and informed that the third of 
the fotu- installments was not paid. Accordingly, the busiaess 
is returned to the paadners. the net assets being worth 
§25,400.00. 

Prep.are a schedule showing how you would have handled 
these matters for the p-artners, assmning that the debit balamce 
in _4's account at the time of the sale was a withdrawal of 
profit for 1046, and that the other two partners, on the first 
distribution, were entitled to withdra wills proponionate to -4's 
ciurent overdraft, notwithstanding any excess of withdrawals 
in pretfious A-eans. 
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PROBLEM 32 

STArEiIEA*TS OF FAElil COEPOKATION 

In 1942, a certain group of businessmen, belie^ung that farm 
land values had reached bottom following a rapid decline of 
prices, decided to acquire for operation and speculation several 
financially distressed farms adjoining each other in the h'liddle 
West. Accordingly, the Western Farms Corporation was or- 
ganized in 1943 with an authorized capital of 8250,000.00 repre- 
sented b 3 " 2,500 shares of common stock, par value 8100.00. 
Fom farms were acquired bj' the corporation, the details of the 
purchases appearing in the journal entries shown below. A set 
of books, on the accrual basis, was opened March 1, 1943, and 
financial statements were prepared each j’-ear therefrom. 

The ventme, however, proved unprofitable, and with land 
values declining, the company, on February 15, 1946, removed 
all its personal propertj’- from the farms known as Three 
and Four, gave a quit-claim deed to the second-mortgage- 
holder on Farm Three, which was accepted b 3 ^ him, and notified 
the holder of the mortgage on Farm Four of its abandonment 
and intention to default on further mortgage interest and prin- 
cipal pa 3 ment. The fair market value of Farm Three was es- 
timated to be 840,000.00 and of Farm Four, 85,000.00. In 
connection with the abandonment, the bookkeeper made a 
journal entr^’’ on the books which he believed was proper, but 
did not post to the general ledger. 

From the foUowing trial balance and particulars prepare 
(1) a profit-and-loss statement for the 3 ’'ear ending February 
28, 1946, and (2) a balance sheet at Febru^’’ 28, 1946, which 
in 3 mur opinion correctly reflects the financial condition of the 
compan3^ 

Trial Balance — ^February 28, 1946 


Account Dr. Cr. 


Cash in bank S 459.60 

Advance to employees 175.00 

XJnexpired fire and tornado insurance 1,535.39 

Due from Farmers Co-operative Elevator Co 17,673.34 

Horses and ham^es 875.00 

Inventory of cattle and hogs at market value, Feb- 
ruary 28, 1946 11,918.20 

Inventory of crops at market value, February 28, 

1946 .'.... 4,931.10 

Land 705,290.00 

Buildings and improvements 77,109.58 

1 
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Beserve for deprEriation on Iniildings and impwe- 

mems 

Farm machincxA' and eqxiipment 

Reserre for deprodation on niacliinery and equip- 
ment 

Accoimxs paA-;rble 

Chattel mortgage note5 payable, dated Febmart* 

1945. and due Febmart' 2Sj 1947 

Accrued taxes payable 

Accrued interest ttaA'able 

Accrued wages — ^Februart* 2S, 1940 

First mortgages miyable 

Second mortgages paA-able 

Loans from oSeers of company 

Cstpital storit, 2,100 shares 

Surplus, balance Februaix- 2S, 1945 

Income fre>m sale of cattle 

Income from sale of hors 

Income from sale of wheat 

Income from sale of com 

Income from sale of hay 

Market mine (Febru.ars- 2S, 1946) — 

Com hart'ested and letainetl 

AVneat harvested and retaincvi 

Hay harvested and retained 

Market ralue of crotis harvested and fed to stoc2< 

during the j-ear 

Settlement recehx'sl from railroad company for 

losses in shipment of cattle 

Farm manager’s salarv* 

Farm labor — cattle and hogs 

Farm labor — crops 

Grttle and hog feed purchased ,and used 

Market value of own com crop fed to stock 

Market value of own hay crop fed to stock 

Invent orv* adjustment account 

hlacliinerA' operating expense aitd repairs 

Building repairs 

Denreciation — farm machinerv (to Febraarv 2S, 

' 19461 

Depreciation — Iniildings vto Febraarv- 2S. 1946'*.. . 

Administrative expenses 

Taxes (expensel 

Miscell.aneous supplies 

Interest expense 


13,324.67 


5.940.35 


66.355.06 


1.500.00 

1.162.50 

3.409.00 
5,S31.40 
5.313.45 
2.050.0*0 

44.321.75 

2.496.50 


2.932.50 

29.167.40 

21.S92.S.5 

12,S37.6-5 

31,115.27 

300.00 
471,S67.35 
117.5S9.00 

22.655.41 

210.000.00 

29.S44.50 

6.435.69 

16.9CK)414 

S.616.54 

450.00 

2.165.50 
1.S90.60 

575.00 

7,363.45 

1,500.00 


1.350.00 

4.374.92 

3.640.25 

5.297.99 

547.69 

20.2S5.16 


?1.(X>1.S72.S0 S1,001.S72.30 


Journal entries covering purchases of farm properties follow: 

-Vere.a 1. IPIS 


Dmd S6S2,290.00 

Buildings and improvements 77.109.5S 
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First mortgages payable §451,867.35 

Second mortcages parable 117.589.00 

aasb in bank. 1S9;943.23 


To record purchase of three farms, One, Tvro, 
and Three, subject to mortgages thereon as 
listed belovr and existing previous to pur- 
ch.ase: liability therefor not assumed by 
corporation. 

Appraised Value Appraised 


Buildings and Value First Second 

Farm Improvements of Land Mortgages klortgages 

One §45.709.08 §492.290.00 §326.867.35 § 92.589.00 

Two 31.400.50 125,000.00 75,000.00 15.000.00 

Three 65,000.00 50.000.00 10.000.00 


S77.109.5S §6S2,290.Q0 §451.867.35 §117,589.00 

Detail of Mortgages Payable on Above Purchases 


Interest Rate 
Per Annum, 
Payable 


Farm 

Date Drawn 

Date Due 

Amount 

Semiannually 

One 

3- 1-37 

1 — 

§326,867.35 

6 Tc 

One 

12- 1-41 

12- 1-46 

92.589.00 

6 H 

Two 

6-15-3S 

6-15-47 

75 . 000.00 

6 

Two 

11-20-41 

11-20-46 

15.000.00 

614 

Three. . . . 

9- 1-37 

9- 1-17 

50.000.00 

6 

Three 

9- 1-41 

9- 1-46 

10.000.00 

6 i< 


Total mortgages on properties purchased. §569,456.35 


Scp’embcr 1, IP 4 S 

Land §2.3,(XX).00 


First mortgage paj-able §20,000.00 

Cash in bank. 3,000.00 


To record purchase of Farm Four and record pur- 
chase monej' mortgage given of even date, 
signed by the corporation and due in five j^ears, 
at 69c interest per annum. 

February 15, 1948 


First mortgages payable §70,000.00 

Second mortgage payable 10,000.00 

Loss on abandonment of Farms Three and Four S.OOO.OO 

Land ' §88.000.00 


To record abandonment of Farms Three and Four 
at February 15, 1946. 

Analysis of Accrued Taxes Payable February 25, 1946 

3-1—45 Balance — Unpaid general property taxs on Farm Three for 

calendar year 1944 § 1,125.76 
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3-1^5 Balance — ^Unpaid general property' taxes on Farms One and 

Tn’o for calendar year 1944 6,413.99 

S-1— 15 General property taxes on Farms One and Two for first half 

of calendar year 1945 4,250.13 

S-1-45 General property taxes on Farm Three for first half of cal- 
endar year 1945 904.61 

2-1-46 General property tax on Farm Four for calendar year 1945 . . . 143.25 


Total per general ledger S12.S37.65 


The real estate tax rate for the current j-eai* is determined in 
Februaiy of that year and taxes billed in two installments as 
of June 30 and December 31. No change in rate or assessed 
valuations were made in 1946. 


Analysis of Taxes (Expense), February 28, 1946 

S- 1-45 General property taxes on Farms One and Two for the first 

half of calendar year 1945 S 4,250.13 

S- 1-45 General property taxes on Farm Three for first half of cal- 
endar year 1945 904.61 

2-1-46 General property tax on Farm Four for calendar ye;\r 1945 143.25 


Total per general ledger S 5,297.99 


Analysis of Accrued Interest Payable February 28, 1946 
3- 1-45 Balance — 

First mortgage on Farm One, to February 2S, 1945 S 9,806.02 

Second mortgsrge on Farm One, to February 28, 1945. . . 1,504.57 

Fimt mortgage on Farm Two, to February’ 28, 1945 (in 

arrears) 3,250.00 

Second raortgjige on Farm Two, to February* 28, 1945 (in 

arrears) 1,002.02 

S-31-45 Six months’ accrued interest on first and second mortgages 
on Fanns One and Two, as charged to interest expense 
account 15,552.66 


Total per general ledger 831.115.27 


Analysis of Interest Expense, February 28, 1946 

8-31—15 First mortgage on Farm One, 6 months accrued 8 9,806.02 

8-31-45 Second mortgage on Farm One, 6 months accnied 3.009.14 

8-31-45 First mortgage on Farm Tu'o, 6 months accrued 2,250.00 

8- 31-45 Second mortgage on Farm Two, 6 months accrued -187.50 

9- 1—15 Interest p.aid on first and second mortgages on Farm Tliree, 

due September 1, 1945 1,825.00 

9- 1—15 Interest paid on mortgage on Farm Four, due September 1, 

1945 ^ 600.00 

2-28—16 Interest paid on chattel mortgage notes to February 28. 1946 1.497.50 

2-28-46 Interest paid on loans from officers to February' 28, 1946. . 810.00 


Total per general ledger 820.285.16 



82 


PEOBLEM 33 


Analysis of Inventory Adjustment Account, February 28, 1946 


Date Particulars Dr. Cr. 

S- 1—15 Inventorj- of crops on hand at 2-2S— 45 S 7,644.59 

8- 1—45 Inventory of cattle and hogs on hand at 

2-23-45 48,595.36 

8- 1—45 To set up cattle and hog inventory' at August 

1, 1945 829,836.74 

11— 1-45 To set up cattle and hog inventory' at Jfovem- 

ber 1,1945 13,457.95 

2-28—46 To set up cattle and hog inventory' at Feb- 
ruary' 28, 1946 11,918.20 

2-28—46 To adjust inventory' account of cattle and hogs 43,294.69 

899,534.64 855,212.89 
Balance per general ledger 44,321.75 


809,534.64 899,534.64 

PROBLEM 33 

Statements of jS'L^ntjFacthring Company 


From the following information, j’-ou are asked to prepare a 
balance sheet as of June 30, 1946, of the M Company, which is 
to be used for credit purposes, and statements for the year 
ending June 30, 1946, of profit and loss and of cost of goods 
sold. 

Trial Balance 
June 30, 1946 


Accoimt 

First National Bank 

Notes receivable (for machines sold on deferred time 

payments) 

Accounts receivable (for machines sold on open ac- 
count and for repairs) 

Reserve for loss on customers’ receivables 

Unexpired fixe insurance premiums 

Cash surrender value of officer’s life insurance policy' 

on vhich the M Company is beneficiary' 

hlaterial inventory', June 30, 1945 

Material purchases, July' 1, 1945, to Jime 30, 1946 

Cost of material used in manufacture and cost of re- 
pairs sold 

Factory and office equipment 

Resen'e for depreciation of factory' and office equip- 
ment 

Automobiles used by* salesmen 

Reserve for depreciation on automobiles 

Accounts payable 

Salesmen’s commission ledger 

Accrued officer’s salary' 

Accrued office and factory salaries 




PROBLEM 33 S3 

Une.'smed income from finance cliarges at Jime SO, 1946 6.220.00 

Reserve for advertising O.S60.00 

Di^^dend5 payable on common stock, declared August 

2, 1945. . . ' r. . . 47,000.00 

Dhddends paid on preferred stock, fiscal year ending 

June SO, 1946 ‘ 3,500.00 

Capital stock, 7 % preferred, p.ar value SIOO.OO per 

share, authorized and issued 50,000.00 

Capital stock, 2,000 shares of common stock, no-par 

value, authorized and issued 10,000.00 

Surplus 62,147.19 

Machine sales, 5S6 units at $600 each 351,600.00 

Machine repair sales 35,729.34 

Material cost of machines maniuactured S3,741.90 

Material cost of rep.airs sold 4,131.25 

Direct labor on macliines manufactured 1S.000.S6 

Direct Labor on repairs sold 3,000.14 

Indirect labor — Superintendent’s salary 4.S00.00 

Rreight and cartage on machines shipped 2.144.30 

Parcel post and shipping expense on repairs sold 2,532.96 

Rent for factor^' and general office 7,200.00 

Power and fight — Factory 1,342. IS 

Depreciation — ^Factora- equipment 639.S5 

Fire insurance expense 96S.50 

Personal propern- tax 452.50 

Conunissions allowed salesmen 42,662.S5 

Miscellaneous s.ales expense O.SlO.Oo* 

Officers Sahara- 24.000.00 

Office salaries 10,29S.50 

Printing and advertising 14,S34.27 

Depreciation on automobiles and fixtures 1,597.50 

Premiimts on officer's life insunmce policy 753.90 

Loss on bad accotmts 3.673419 

Other general expenses 13,071.79 

Interest and finance charges earned on deferred time 
sties ' 16.199.S4 


$693,669.99 $693,669.99 


The books of the M Corporation are on the accrual basis, 
with the fiscal year ending Jime 30. The company is engaged 
in the manufacture and sale of a paint-spraying machine. 
The sales price of the macliine is S600.00 if paid for in cash 
tyitliin 30 days. A charge of $30.00 is made for interest and 
financing expense on deferred paATnent sales which are etd- 
denced by conditional-sales contracts and 12 notes payable 
montlily. 

During the past fiscal year, the company adopted the policy 
of sending macliines out on 60 days' trial. The bookkeeper 
regards such trial orders as regular sales. At June 30, 1946, an 
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analysis of accounts receivable disclosed 40 trial orders. Of 
tills niunber, 20 macliines were placed bj’’ salesmen on which a 
credit of SIOO.OO per macliine had been made in their unearned 
connnission accounts in the salesmen’s commission ledger. 

An analj'sis of the salesmen’s commission ledger discloses 
the following condition: 


Cash Unearned 

Particulars Advances Commission 


Accounts vutli — 



Former snlcsman, considered uncollectible. . 

S 6,342.50 

8 100.00 

Active salesmen 

18,345.90 

13,857.00 

Totals 

824,688.40 

813,957.00 


The 20 trial sales mentioned above were made bj’' active 
salesmen. In ^dew of the past experience of the companjr 
vdth di’avdng accounts of active salesmen, a reserve of 50 per 
cent of the excess of advances over unearned conmiissions 
should be established. 

As authorized bj’’ the Board of Directors, the president of 
the compau}’-, owner of 50 per cent of the outstanding stock, 
and tlie only officer recei^dng compensation for his seiAdces, is 
given as salaiy an amormt equal to 25 per cent of the annual 
net profit of the company before deducting Federal income tax 
and the salaiy as an expense. During the year, the book- 
keeper has made an entiy each month debiting officer’s salary 
account and crediting accrued officer’s salaiy account for 
82,000.00. 

In the manufacture of the paiut-sprajdng machines, the M 
Company buys the castings and other parts required to as- 
semble a complete macliine. A perpetual inventor}’’ record is 
maintained, and at June 30, 1946, all records, including the 
accounts in the general ledger, were adjusted to conform to 
the ph3'sical inventoiy taken on that date. Test-checks indi- 
cate that the pricing is at cost or maiket, whichever was the 
lower, and that extensions, footings, and quantities were cor- 
rect. No completed or partially completed machines were in 
stock at either the opening or closing inventory dates. 

You are to considei’ that three-fourths of the rent, fire insm- 
ance, and personal propei'ty tax is applicable to the factor}’’ 
and the balance to the general office. Also, aU factory over- 
head is to be distributed between the cost of machines manu- 
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fact.m*ed and the cost of repair sales on the basis of direct labor 
cost. 

For the pui'pose of estabhshing a resen*e for magazine adver- 
tising to be used during tlie ensuing idscal period, the company 
authorized the bookkeeper to debit printing and advertising 
account and credit resen’^e for advertising account $10.00 for 
each machine sold during the current fiscal period. 

The reserve for loss on customers’ receivables is considered 
ample. 

The Federal income-tax liability of the 21 Company at 
June 30, 1946, is $14,963.22. 

PROBLEM 34 
Statemexts of Stxdicate 

In Januaiy, 1943, the Geneva Park Estates (a common-lav 
trust) purchased a 640-acre tract of land on Pine Lake for the 
sum of $100,000.00. A portion of the tract, to be known as 
Unit No. 1, and valued at two-fifths of the cost of the tract, 
was immediateh' subdivided into 200 lots, which were equaUv'- 
priced and offered for sale on terms requiring annual pay- 
ments of 10 per cent of the contract price. The sales pros- 
pectus stipulated that the Geneva Park Estates was to laj" out 
roads, install water sei*vice, and build a pier on the lake front. 
Competent engineers estimated that these improvements 
would cost $10,000.00, and up to and including December 31, 
1945, a total of $8,465.73 had been spent thereon, with good 
prospects of the work being finished for the estimated amount. 
The improvements conferred equal benefits on each of the 200 
lots. 

A set of books was opened in January, 1943. Lot sales and 
the profit therefrom were handled according to the “cost- 
recov'ery’’ method, whereby cash collections are first applied to 
the recoveiy of costs, and after such costs are recovered, 
further collections are considered as earned gross profit. When 
a sale was made, the bookkeeper debited accounts receivable, 
L’nit No. 1, and credited unearned gress profit on sales; at the 
same time he debited luuecovered cost of lots sold, Unit No. 1, 
and credited inventorv' of unsold lots, LTnit No. 1, for the cost 
of the lot. At the end of each year, a journal entry was made 
adjusting the accounts of unrecovered cost of lots sold and 



86 


PROBLEM 34 


unearned gross profit on sales, according to the cash collections 
received dming the j^ear. 

In 1946, the manager of the trust, behe^dng that it would be 
more advantageous to accrue income by the “installment” 
rather than “cost-recoverj''” method, hands you the following 
cumulative trial balances, together with certain other informa- 
tion, and asks you to prepare (1) the necessary adjusting jour- 
nal entries to effect the change, including therein a recomputa- 
tion of costs based on good accounting practice, (2) a state- 
ment of profit and loss in colmnnar form for the years 1943, 
1944, and 1945, respectively, and (3) a balance sheet as of 
December 31, 1945. 

Cumulative Trial Balance 
December 31 


Accounts 

1943 

1944 

1945 

Debit balances — 




Cash in bank 

8 1,994.34 

8 1,097.37 

8 2,216.26 

Petty cash 

50.00 

50.00 

50.00 

Accounts receivable — Unit No. 1 

17,425.00 

33,440.00 

63,940.00 

Sundrj'' receivables 

275.00 

695.00 

1,100.00 

Iuventor3^ of unsold lots — ^Unit No. 1, 

36,000.00 

32,000.00 

24,000.00 

Inventorj^ of unsubdityded acreage. . . 

60,000.00 

60,000.00 

60,000.00 

Unrecovered cost of lots sold 

1,425.00 

1,440.00 

1,500.00 

Tractor, tools, and implements 

700.00 

700.00 

700.00 

Office furniture 

300.00 

300.00 

300.00 

Improvements in Unit No. 1 

3,500.00 

7,385.46 

8,465.73 

Improvements in unsubdivided acre- 




age 

3,500.00 

5,040.42 

6,825.92 

General and administrative expenses.. 

3,349.58 

6,698.75 

9,345.68 

Commissions paid on sale of lots 

2,000.00 

5,000.00 

9,752.50 

Interest paid 

375.00 

1,285.50 

1,835.65 

Total debits 

8130,893.92 

8155,132.50 

8180,031.74 

Credit balances — 




Accounts payable 

8 2,093.67 

8 916.58 

8 1,213.63 

Notes payable 

10,000.00 

17,000.00 

10,000.00 

Capital accoimt 

100,000.00 

100,000.00 

100,000.00 

Earned gross profit on sales 



7,660.00 

Unearned gross profit on sales 

17,425.00 

33,440.00 

53,940.00 

Interest earned 

1,375.25 

3,775.92 

7,318.11 

Total credits 

8130,893.92 

8155,132.50 

8180,031.74 


Sales of lots for the 3 years were as follows : 


Year Particulars Amoimt 


1943 20 lots at 81,000.00 each 820.000.00 

1944 20 lots at 81,000.00 each 20,000.00 

1945 40 lots at 8900.00 each 36,000.00 
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Cash collections "vrere: 


Year Particulars Amount 

1943 on 1943 sales $ 2,575.00 

1944 on 1943 sales § 9S5.00 

on 1944 sales 3,000.00 

Total $ 3.9S5.00 

1945 on 1943 sales S 4,000.00 

on 1944 sales 5,000.00 

on 1945 sales 6,500.00 

Total 815,500.00 


In lieu of depreciation on the tractor, tools, and unplements, 
and office fnrniture, the total is to be treated as an additional 
cost of development and prorated on the basis of the original 
cost of the tract. 

Disregard Federal mcome-tax Habihty, if any. 


PROBLEM 35 

Book YAnnn of Stock 

The net ivorth section of the balance sheet of the Simmons 
Athletic Company at December 31, 1945, appeared as follovrs: 

Xet Worth: 

Capital stoclc — 

6% cumulative nonparticipating preferred stock; 
authorized and outstandinc, 1,000 sh.ares. par 

^'alue SIOO.OO 8100,000.00 

No-par common stock; 40,000 shares authorized, 

10,000 outstanding (no minimimi or stated -value) 42,030.00 

Paid-in surplus 50,000.00 

Earned surplus — 

Balance — January" 1, 1945 836,419.27 

Profit for year ending December 31, 1945 11.630.41 

4S,049.6S 


Total net -v^'orth 


8240.0T9.6S 


No di\’idends had been paid on the preferred stock for 3 
years. 

At a meetmg of the preferred and conmion stockholder on 
jNIay 15, 1946, a resolution was passed whereby 20 shares of no- 
par common stock were to be issued for each share of preferred 
stock and diiidends accrued thereon to December 31, 1945. 
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From ]May 15 to December 15; 1946. 915 shares of preferred 
stock rrere retired; the remaimng preferred shareholders refus- 
ins: to accept the exchange. Dividends on these shares con- 
tinue to accmnulaTe; but no special consideration vras given 
shareholders 'srho made the exchange during 1946 for dividends 
accraed to the date on vrhich the transfer vras made. 

The Board of Directors, at a meeting on December 2S. 1946; 
voted a 4 per cent stock dividend payable in no-par common 
stock to common stockholders of record on that date; they 
also voted a bonus of 4.52S shares of no-par common to certain 
omcers for past services, to be issued to them on December SI. 
1946. 

Profits for the year ending December 31; 1946,. were 
$12,603.99. 


Yon are required (a) to set up the net worth section of the 
balance sheet as it should a.ppear on December 31,. 1946. show- 
ing changes in the capital stock and ea.med surplus sections of 
the balance sheet during the t*ear. and (b) to compute the 
book value of each share of common and preferred stock at 
December 31.1946. 


PROBLErd S8 
PxHsoxAi. Ixcoim Tnx 

A. Fare’s taxable gross income for the calendar year 1946 
c-onsisied entirely of gains and losses from stocks and bonds 
and other assets owned by him, hlr. Fare is unmarried. His 
se-cretam.* has prepared the following summary of transactions 
from which you are asked to determine his net income for 
Federal income-tax 


TcUi^: 


‘2S 


6 

2*rs4s 


Ss-'? 'o -tald cz ysvzrsl c5 

tc— z przzer.' recervcc as gat fron OribTrsj- Indrsr.? 

e icYi, . _ ' i 

Sal? c5 s:c'?k rfzits in Larson Conrnanv-. rennEsonzias: 


to rnronase 




er cc 


ron stGcs 


ICO snarss cr comntcn stocv onmnasod. in 190? at 

of 5So per snsre. ex-iirnts (Von are to ororato cost'* .. 
?al? ct cO siaiEs of soot? stock of Larson Company.. . 
?al? snort of cO snares of Larson Company stock: 
covered tvo Tteeks later by remainmn cO snares 


5’.52bJ.5 


IfZO.CO 

l.TcO.OO 


1.325X>0 



June 9 
July 29 

October 10 

No\'ember 10 

No^*cmbe^ 15 
December 1 

December 6 
December 31 


December 31 

December 31 
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Purchased for cosh a ?5,000.00 first mortgage, dated 
Jamiarj' 2, 1946, and maturing Januarj- 2, 1951, 

for $4,500.00; discoimt 

Eeceh-ed in a financial reorganization of an office 
building in -which Mr. Fare owned $1,000.00 in 
first mortgage bonds originally purchased at par, 

cash settlement of 

liiabilitj- of $7,600.00 to stock brokerage house on 
margin accoimt closed in 1945 through selling out 
stocks, profits and losses on which were reported in 

1945, compromised for 

Eeceived insurance of $500.00 on a robberj* in which 
the following items were stolen — 


Watch and rings, at cost $ 750.00 

aasli ! 125.00 


Sold 100 shares Bright ^loon A common 

stock, costing $2,900.00 for 

Ecnened subscriptions expiring Xor-em- 
ber 30 to the following fin.ancial serv- 


ices — 

hloodw's Im-estors’ Scr\*ice $ 250.00 

ImT?stors’ Coimsel Serxice 500.00 

Wall Street Journal 25.00 


Bought 200 shares Bright Moon A com- 
mon stock for 

Summarj' of 1946 operations of a 36- 


apartment building — 

Rents coUected $22,320.00 


Expenses paid — 

Real estate taxes $ 1.426.00 

Interest on bonds outstanding 7.200.00 

Operating expenses 6,212.00 


Total expenses $14,S3S.00 


Ket profit 

The building -was constructed in 1942 
at a cost of $210,000.00. Deprecia- 
tion is deductible at the mte of 
per annum. 

Contributions for the x-car consisted of 
the following — 


United Charities $ 50.00 

Church 75.00 

Republican campaign ftmd 25.00 

Pledge to Pittsfield Unit-ersity on 
which $100.00 was paid in 1946 500.00 


Interest and dh-idends were received as 
follows: 

Interest — 

On 29c tax-free covenant bonds. . . 5 3,560.00 


89 

500.00 

250.00 

3,800.00 

500.00 

350.00 

775.00 

600.00 


7,482.00 


650.00 
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Certain. stocMioIders and directors of the R Dairy Company 
became suspicious of the integrity of the vice-president and 
general manager: they engaged Orville Hemingway as their 
representative to take over the busine^ and to continue opera- 
tions imtii such time as he could reach a decision as to the de- 
sirability of continuing the business. Although the books 
had been audited at December 31. it was agreed to dis- 
pense with the 1945 audit. 

Air. Hemingway took actual possession of the property on 
January 16. 1946. but his stewardship dates from January 
Ij 1946. He operated the business until August- 31, 1916, 
when you were called in to audit the books. 

Prepare worksheets which will indicate the adjusted 
real and nominal accounts at December 31, 1945, and August- 
Si, 1946. 

A ou are given the following Snancial statements as of De- 
cember 31; 1945. prepared by the company's bookkeeper: 


R DAIRY COMPAZvT 


Exhibit I 


Bsisx.ce Sheer — ^Decsriher 51, 1545 



Madiinerj-j Avitoniobiles, Etc,: 
Particidars 
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Cost 


Maciinery and equipment, . SS2.751JZ5 

,A.utomobiles 16.250.o2 

Horses and wagons o.o6‘2,46 

Furniture and fixtures 4,549.34 


Totals S59.113.o7 


Goodwill 


Keserr'e for Depreciated 
Depreciation Cc^t 

$21.24S.7o Sll.502.50 

9.944.45 6.S0O.07 

2.0o4.54 3.497.92 

1.S90.22 2.659.12 


S35. 147.95 $23.965.61 23,965.61 

29,703.01 


Total assets. 


S17S.663J15 


Liabilities and Net W'ortb 


Current Liabilities: 
.-Iccotmts pattable , . 
Eiuplot-ees' deposits. 

Notes patnble 

Federal Income tax. , 


$36,759.32 

10.000.00 

3.250.00 

1.130.90 $51,140.22 


Net .1701-111: 

Capital stock — 

6% cumulati\-e preferred stock, au- 
tboriced and outstanding, 500 

sbaies, par value $100.00 

No-par common stock. 10.000 shares 
at a declared value of $5.00 

Surplus — 

Balance — Januart- 1. 1945 

Profit — Year ending December 31, 
1945 (Exhibit II) 

Total liabilities and net worth . . 


$50,000.00 

50.000.00 $100,000.00 

$19,579.74 

7.943.29 27.523.03 

127,523.a3 

$17S,663j25 


R DMRY COMP,4NY 


Exhibit n 


Statement of Profit and Loss, Year Ending December 31, 1943 


Particulars Amount 

Net Sales S416.440.0S 

Cost of Sales ^Exhibit III) 2r2.527.S0 

Gross primt $143,912.78 


Selling and Administrative Expenses: 

Drivers' wages $ 63,695.51 

Maintenance — ^Deliver}- equipment, including de- 
preciation 

Other sellitig expenses 

Officers' and general salaries 


19.236.10 

15.341.99 

33.340.00 
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Other administrative expenses, including deprecia- 


tion and interest 3,224.99 134,838.59 

Net profit, before taxes 8 9,074.19 

Federal Income Tax 1,130.90 

Net profit (Exhibit II) 7,943.29 


R DAIRY COMPANY 


Exhibit in 


Cost of Sales, Year Ending December 31, 1945 

Particulars Amoimt 


Inventorj^ — ^Januarj'- 1, 1945 S 23,632.72 

Purchases 194,107.73 


Totals 

Inventory — December 31, 1945 


8217,740.45 
49,002.20 8168,73855 


Dairj' Expenses: 

Dairy labor $ 56,406.57 

Dairy supplies, induding cases, cans and bottles.. . . 19,520.59 

Rent 8,400.00 

Other dairy expenses, including insurance and de- 
preciation 19,461.89 103,789.05 


Total cost of sales 8272,527.30 


The following facts were also discovered by you: 

(1) Mr. Hemingway has kept no books for the 8 months he 
had charge of the business. 

(2) Cash receipts from January 2 to Januarj’' 5, 1946, were 
entered in the 1945 records and include the following: 


Accounts receivable 824,361.18 

Cash sales 666.06 

Total 825,027.24 


(3) Checks dated in 1946, totaling §14,391.05, were issued 
and entered on the books in 1945, and the following accounts 
were charged: 


Accounts passable 811,000.05 

Dairy supplies 3,391.00 

Total 814,391.05 


(4) Included in accounts receivable at December 31, 1945, 
were uncollectible accounts against former employees totaling 
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$19,624.85. Collectible accounts of employees at December 
31, 1945, totaled $1,611.12, and at August 3*1, 1946, $2,461.29. 

(5) Tlie sales journal contained false entries made in 1945 
overstating sales and accoimts receivable by $11,442.92. 

(6) Analysis of the inventories at December 31, 1945, and 
at August 31, 1946, sho\vs the following: 


December SI. 194o August 31. Ifi46 
Particxilnrs Per Books Actual Actual 

Mcrcbandise $29,379.02 $19,773.76 $14,304.99 


Cases, cans and bottles 19.623. IS 7,652.76 6,331.56 

Totals $49,002.20 $27.425.52 $20.636.55 

(7) Cash receipts from January* 1, 1946, to August 31, 1946, 


■were: 

Bank loan, less inter^t $ 29,550.00 

Einploj-ees' accoimts 4,565.03 

Customers' accoimts collected 205,000.03 

Collected from insurance company 16.250.00 

Cask sales 26,105.00 


Total, including $25,027 224 recorded in 1945 $2S4.470.05 


Tlie obligation to the bank is a 90-day loan due September 
15, 1946, and bears interest at the rate of 6 per cent. 

(8) Cash disbursements from January' 1, 1946, to August 
31, 1946, were: 


Notes paTOble 

Accounts pajTible, including 1945 liabilities of 

$7,093.75 ivhidi were not on books 

Federal income tax 

Merchandise purchased 

D.airA- labor 

Dair^- supplies 

Rent 

Other d.airA- cxpensi?s 

Drii-crs' wages 

Other selling expenses 

hlaintenance. dcli\'erA- equipment 

Emploi-ecs' accounts 

Ofncers’ and general salaries 

Recei\-ers’ fee 

Total, not indudinc postdated checks of 
$14,391.05 i 


$ S.7S5.00 


135.510.SS 

1.130.90 

3.435.90 
24.567.60 

2.131.70 

5,600.00 

3.S34.10 

32,546.17 

2.492.90 
7.956.54 
5.415220 

13.197.31 

5.000.00 


$251,634.20 


The 1945 habilities of $7,093.75 were entirely for mer- 
chandise. 
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(9) Sales on account from January 1, 1946, to August 31, 
1946, were $202,143.57. 

(10) Purchases on account from January 1, 1946, to August 


31, 1946, were; 

Particulars Amount 


Merchandise, nor including $7,093.75 unrecorded 

purchases at December 31, 1945 $109,178.75 

Dairy supplies 2,512.13 

Other dairy expenses 5,112.90 

Other selling expenses 1,884.16 

Other administrative expenses 1,965.22 


Total $120,653.16 


(11) New equipment, scheduled below, was purchased on 
June 30, 1946. Six per cent notes were issued, the interest 
on which was paid to August 31, 1946, and included in other 


administrative expenses. 

Particulars Amount 

Cost of new machinery purchased $26,250.00 

Allowance on old equipment 1,000.00 

Notes payable $25,250.00 


The book value at December 31, 1945, of the equipment 


traded in was as follows : 

Particulars Amount 

Cost $22,623.92 

Reserve for depreciation 19,101.29 

Book value $ 3,522.63 


(12) Depreciation rates in effect are : 


Machinery 10% 

Automobiles 25 

Horses and wagons 16% 

Furniture and fixtures 10 


Depreciation on machinery purchased July 1, 1946, should 
be charged for 2 months only. 

(13) Mr. Hemingway discovered that the general manager, 
in collusion with the bookkeeper, had padded the payrolls in 
1945, thereby vnthdrawing funds amounting to $16,250.00 
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■svliicli vrere collected in full from the iixsurance company in 
1946. 


The expense accounts overstated were: 

Account Ainonnt 

Drlrj' labor ?10.i2-5.00 

nrivers’ ■vrsges 6.125.00 

Total -$16.2.50.00 


(14) Uncollectible accounts receivable at August 31, 1946.. 


vrere: 


Particulars Amount 

1045 sccoimts $11,523.6$ 

1046 accoimts 2.122.10 

Total — S13.645.7S 


It is estimated that $2,632.67 trill be sutncient to absorb all 
other bad debt losses. !Xo bad debts tvere written on in 1945. 
(15) The income-tax liabilin- at December 31, 1945. was 


computed thus: 

Particiiiars Amoimt 

ProSt per books SO.OTAlO 

Xondeductible expense 350.00 

Taxable income $0,424.10 

Tax at 12rc $1.130.00 


(16) The correct prepaid insurance and prepaid rent at 
December 31. 1945.. and August 31., 1946, were: 


Oecember August 
Partictilars 31, 1045 31. 1046 

Tnexpired insnrance Sl.SSO.PO $2,405.70 

Prepaid rent 700.00 700.00 


(17) Goodwill was computed as follows: 


Particulars Amoimt 


10.000 snares no-par common sbeck at 

stated \-aiue o: $5.00 cO.OM.OO 

Actual cash receive>d 20.206.00 


Cnarpjd to gooitriii — $2?.70-3.10 
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PROBLEM 38 

Statement of Lwestmext Baekerb 


Adam East & Companv, a firm of iavestment bankers,, au- 
thorizes Tou to audit its books and prepare a certified balance 
sheet, at December 31, 1946. Following is the postclosiiig 
trial balance: 

Particulars Dr. Cr. 


Casii in bank $ 42.116.00 

Due from selling participants 392.000.00 

Svndicate paitidpatioii 215,600.00 

Cash advances 25,000.00 

Marketable securitiK 222,100.00 

Customers' accounts 53,416.50 

Xote p3j*able — Bank 


Due to J. R. Smithson Company, 

Adam East, capital 

George Kay, capital 

Hugo Hamilton, capital 

Reserve for contingeacies 

Net profit — 1046 


SIOO.OOO.OO 

475.000.00 

152.S16.10 

65.220.05 

44.S54.15 

50.000.00 

62.34220 


Totals. , . . 


S950.232.50 S950.232.50 


In an analysis of the accounts, you note the foUoiving points: 

“Sjmdicate participation'' is the balance of the imdenvriting 
of an issue of 81,000,000.00 6 per cent equipment trust bonds of 
the J. R. Smithson Company. Details siippoi'ting this account 
are: 


Farticulais Dr. 

Contract price of bond 

issue S 950,000 

Repurchases, at 9S, to sup- 
port market 196,000 

Listing, legal and auditing 

expenses 12,000 


Total $1.1^.000 


P.articuIaTS Cr. 

Due from selling partic- 
ipants S 754,000 

Sales of bonds retained 

(face value $100,000) . . . 99,000 

Sales of bonds renurchased 

at 99 i 59,400 

Balance 215,600 

Total S1.15S.000 


Upon examining the contracts pertaining to this issue, yon 
find that Adam East & Company has contracted for the above 
issue at 95, and has sold 8500,000.00 of the issue to selling par- 
ticipants at 97 (one-half to be paid dovru, balance in 60 da^’s), 
retaining bonds totaling 8200,000.00 for its own use and 
thereby becoming a selling participant. Contracts with par- 
ticipants p^o^'ide that sales to customer must be at a figure 
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no lower than 99, and that Adam East & Company is obhgated 
to maintain the market at 99 for sixty da 3 '-s after the contract 
date, November 18, 1946, by pm-chase, when necessary, on the 
open market. Profit or loss on resale of such securities is to 
be spread prorata among all selhng participants. It is further 
pro^dded that each selling participant, as identified by certifi- 
cate numbers, who originalty sold the bonds which are later 
repurchased bj'^ Adam East & Company, shall, as a penalty, 
forfeit his two-point profit on the bonds so repurchased, wliich 
profit shall be shared prorata with the remaining selling par- 
ticipants. The one point above the contract price of 97, 
which has been charged to selhng participants, is to cover the 
penalty that maj’’ be assessed. Of the bonds repurchased, 
820,000.00 had been sold originalty bj’’ Adam East & Companj’", 
and were a part of the $60,000.00 that had been resold. At the 
close of the OO-daj'’ period, the deposit of each participant is to 
be refunded after deductions have been made for penalties 
assessed against liim. 

Cash advances represent two items: 

Advance to Burton Hunter & Company $10,000.00 


Advance to George Kay 15,000.00 

Total $25,000.00 


The advance to Burton Hunter & Company is a call on one- 
fourth interest in a sjmdicate formed December 15, 1946, to 
purchase at 60 all the new issue of conunon stock of the Jones- 
Smith Company not subscribed bj’- the stockholders of the 
Jones-Smith Companjr. The stockliolders have from Decem- 
ber 15, 1946, to January 15, 1947, to purchase the issue of 
50,000 shares, and it is foimd that at December 31 the market 
value had di'opped to 59, and onty 12,000 shares had been pur- 
chased b}’- the stocldiolders. The advance to George Kay is 
for estimated traveling and entertaining expenses to secure the 
American participation in a proposed loan to a foreign gov- 
ernment. 

Marketable securities, which represent temporary invest- 
ments of cash, are stated at cost, the market value at Decem- 
ber 31, 1946, being $193,425.00. Mr. East asks j’-ou to value 
these securities at an arbitrarj'- figure above the market value. 
He suggests that either cost, or a figure halfwaj’’ between face 
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value and market value, be used and points to an editorial in a 
recent business magazine as bis authority. You find that 
these securities are railroad bonds vith a face value of S240,- 
000.00, on which 6 per cent interest has been paid regularlj'-; the 
earnings of the railroad have always exceeded interest re- 
quirements. 

Customers’ accounts are balances due on sales for other 
than S3mdicate accounts. 

There are two notes payable: one to banks for $100,000.00, 
and a second to J. R. Smithson Company for $475,000.00, both 
unsecured, due January 12, 1947, and January 18, 1947, re- 
spectively. 

The partners share profits and losses in the following ratios: 
Adam East 45 per cent, George Kay 35 per cent, and Hugo 
Hamilton 20 per cent. Mr. Hamilton has recently been sued 
for pajunent of a mortgage which will not be covered by his 
personal assets. The deficiency is estimated at $10,000.00. 

Withdrawals by partners during 1946 were: 


Adam East $14,982.11 

George Kay 6,784.18 

Hugo Hamilton 8,200.50 


A reserve for contingencies was established in 1946 to pro- 
vide for unpaid expenses arising from past syndicate promo- 
tions, and was charged against partners' accounts in the same 
proportion as other losses are shared. 

You find that accrued interest of $60,000.00 at December 31, 
1946, on a syndicate bond issue (of Orchard Manufacturing 
Company) promotion of 1944, on winch Adam East & Com- 
pany had guaranteed the interest pajunents for 5 years, prob- 
ably will not be paid at Febi-uary 15, 1947, the due date. 

Make whatever adjustments you consider necessary and 
prepare a balance sheet "with an accompanying certificate, 
your work ha-^dng been coiiupleted January 9, 1947. No in- 
terest on securities owned need be accrued. 


PROBLEM 39 

Statements of Real Estate Corporation 

From the following information prepare a working trial 
balance, with explanations of any adjustments you may make 
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tliereon, wliich correctlj^ reflects the balance-sheet accounts at 
December 31, 1946, and the income earned bj’^ the TTatson Real 
Estate Corporation during the 10 months ending on that date. 

The corporation ■s^’as organized on hlarch 1, 1946, with a cap- 
itahzation of 8100,000.00, which was paid in cash. 

The general ledger trial balance at December 31, 1946, ar- 
ranged to show total debits and credits to each account, was as 
follows: 

Particulars Dr. Cr. 


Cash in bank $ 189,228.55 

Accounts receivable — ^Land sales 750,463.00 

Notes receivable 23,000.00 

Investments, acquired bj' cash purchases. . 50,000.00 

Accrued interest on investments 1,487.50 

Unsold land 613,280.00 

Trustee’s cash 130,800.67 

Due from trustee 26,439.97 

Fumitiire and fixtures 10.000.00 

Contracts payable — ^Land 101,730.97 

Accounts payable, for expenses 

Unrealized profits 94,859.41 


Capital common stock, 100 shares, par 


value 8100.00 

Interest earned — In-vestments 

Interest earned — ^Tnist accounts 

Officers’ salaries 20,800.00 

Office salaries 3.826.00 

Office expenses 4,128.32 

Trustee expenses 2,629.73 

Taxes paid on unsold lots 629.80 

Commission reaUzed from land sales 

Dmdends paid 1,200.00 

Salesmen’s commissions 48,741.23 

Accrued Federal taxes 

Federal income tax 1,370.34 

Organization expenses 6,732.66 


8 144,454.86 
201,718.82 
11,000.00 


375,231.50 

130,800.67 

25,150.05 

613,280.00 

1,603.15 

375,231.50 

100,000.00 

2,275.00 

4,372.85 


94,859.41 


1,370.34 


Totals 


82,081,348.15 82.081,348.15 


Agi*eement-s, entered into dm*mg 1946, with owners of num- 
erous lot-s in various subdi-vision projects, all proidde in brief 
that: 

1. The Watson Real Estate Sales Corporation, as agent, is 
given an exclusive option covering a period of 2 I'ears from the 
date of the agreement to sell the lots at specified prices on a 
commission basis of 50 per cent of the selling price, such rate 
of commission to be apphed on each item of cash or notes re- 
ceived (and to be earned onl}' upon such receipt) from lot pur- 
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chasers : the commissioii is to be increased or decreased by one- 
half of any income received or expense paid by the trustee. 
The agent has no Habilih' xmder the contract- except to put 
forth his best eSorts to sell the lots. 


2. A trustee (The Hatter Trust Company) is to be ap- 
pointed to take titie to the lots; to collect installments on ah 
sales contracts secured by the agent; to destribute the net pro- 
ceeds between the original owners and their agent. The Wat- 
son Real Estate Sales Corporation; and to convey title to 
individual lot purchasers when the purchase price has been 
paid in full. 

S. All taxes and special assessments are chargeable against 
either the original owners or. if the lots are sold_. to individual 
purchasers. 

Following is a summary of the Trustee's reports, which 
have been audited and found to be in agreement with the above 
provisions: 

Ccsr. Accc’jni 


Eece^ts: 

GoIL?c:c-d oa sales contracts. . . $126.-=2r.S2 

IrLteres: on. ab-DTO 4,S72.S5 SISO.SOO.ST 


?sii TO origb.sl ovners ci res! estate 

Paid TO WaTson Seal E^ate CorporsTion. . 
Txust espeases paid 


S S5.4iS.S2 
25.150.05 
2h29.r3 




11419S.60 
? 16.602.07 


The balance of $16,602.07 represents the collections of De- 
cember.. I&i6. which were disbursed in January. lOJT, as 
follows: 


To criginsi oTmers of properties § 15.312.15 

To Watson Seal Estate Corporstion 1.259.92 

TotaL S 16.&T2.07 


Below is a computation of proSt reported as realized on 
collections: 

CoHeciirns bv Twst&e, from sales contracts., SI26.427.Si 
C-oIleotions bv company, retained by permis- 
sion of Trasree, as commissions: 

Harm payments collected at Time individ- 
nal lot sales Tvere made 


52291.00 
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From notes receivable of $23,000.00 a(4 

cep ted as down paj-ment in lieu of casb. 11,000.00 


Total cash collected $1S9.71S.S2 


Comnussion realized from collection of install- 
ment sales contracts 
tSTo^O^ 33.3? 

<750,463.00 ’ ) 


41 


Depreciation on fiu-nitm-e and fixtiu-es for the 10 months' 
period should be computed at the rate of 10 per cent per 
annum. 

The corrected Federal income-tax liability is S3,0S1.2o. 


PROBLEM 40 

Axaltsis of Fixaxcial Statements 

The foUoiring letter and two financial statements have 
been submitted to your cUent, who contemplates investing 
$100,000.00 in the T Corporation. Yom* chent turns the letter 
and the exhibits over to you, requesting that you give yom- 
opinion of the company's financial position and of the admsa- 
bility of making the investment suggested. 'Vi'rite a letter to 
]\Ir. Blanlc. If you tliink the situation justifies it, state what 
fm-ther information hli'. Blank should request from the 
company. 

r CORPORATION 
Builders — General Con'.raclors 
135 Reed Avenue 

M-ey 19, 1946 

Mr. Geoi^ L. Blank, 

City. 

Dear 000113 ?: 

C-omphnng with the request you made during our recent conversation, I am 
forwarding herewith statements prepared by our bookkeeper on April 30. As 
you will notice, we are now in pretty good shape, aside from the need of ready 
cash. We have built up a substantial surplus during our corporate life of 11 
years, and we are realizing a net profit of oTr 10 per cent on our recent contracts. 
Furthennore, wliilc we have secured no contracts not now in process, we have 
excellent prospects of securing several veiv’ large contracts around the first of 
June that will keep our organization busj* throughout the remainder of 1946. By 
the close of this year, we hope that at last we shall be on a dmdend-paj-ing basis. 

As the balance sheet indicates, our conunon shares now liaxa? a book value of 
OTr $103.00 each. However, rather than obligate ourselves to the banks for 
further short-term loans, our shareholders hax-e agreed that we should sacrifice 
some of our present equity in order to obtain pennanent capital and thus take 
care of our immediate necessities and provide for nonnal expansion. 

We therefore oficr to sell you 2.000 shares of our no-par common stock at 
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S50.00 per share. We believe this offer will appeal to you as a first-class invest- 
ment and will us working capital that will insure our future growth and 
success’. » 

^ ‘ ' Yours very truly, 

■ Silas R. Mann, President. 

T CORPORATION Exhibit I 

Balance Sheet — April 30, 1946 
Assets 

Cash S 1,748.62 

Receivables : 

Completed jobs S 45,814.70 

Jobs in process §645,673.12 

Less — Costs to be incurred on imcom- 
pletedjobs 352,017.60 293,655.52 339,470.22 


Inventories, materials and supplies: 

In stockroom S 18,241.37 

In process 55,608.26 73,849.63 


Bonds and mortgages accepted in settlement of 

debtors’ accounts 33,000.00 

Real estate, tools, trucks, and equipment 167,312.33 

Organization expenses 3,391.68 

Prepaid expenses: 

Insurance, licenses, and office supplies S 973.50 

Engineering work on prospective jobs 3,361.72 

Overhead, to be absorbed by jobs in process 45,305.86 49,641.08 


Goodwill 100,000.00 


Total assets §768,413.56 


Liabilities 

Banlv loans S 45,000.00 

Accounts payable, including impaid invoices on jobs in process. . . . 357,900.79 

Accrued wages 2,519.72 

Accrued interest 5,215.16 

Accrued taxes 3,800.00 

First mortgage on real estate 47,250.00 

7% cumulative preferred stock, SIOO.OO par 100,000.00 

No-par common stock, 2,000 shares outstanding 100,000.00 

Surplus 106,727.89 

Total liabilities §768,413.56 


T CORPORATION Exhibit H 

Statement of Profit on Jobs in Process 
April 30, 1946 

Particulars Amount 

Total contract prices $1,715,942.60 

Cash received to date 1,070,269.48 

Cash to be received §645,673.12 
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Disbursements to be made: 

Unpaid invoices applicable to jobs S 

Labor necessary to complete (estimated) 

Materials to be purchased (engineer’s estimate) . . 
Overhead (10% of prime costs to be incurred) 

Estimated net profit to be realized on jobs in process . 
Percentage of net contract prices 


PROBLEM 41 

Consolidated Work Sheet 


Fi'om the follomng information, prepare a consolidated 
worksheet of the Ames ]\ifg. Co. and its subsidiaries at De- 
cember 31, 1946: 

Ames Stuartr-Jones Baher 
Assets Mfg. Co. Company IMotor Co. 


Cash S 326,126.17 S 101,692.20 S 

Inventories 533,826.33 412,312.71 

Other current assets 553,863.50 373,115.41 

Investments: Stuartr-Jones Co 960,000.00 

Investment: Baher Motor Co 400,000.00 

Securities, at cost 100,000.00 

Plant and equipment less acemed 
depreciation 3,196,498.20 1,868,987.06 


13,322.16 

102,224.24 

108,575.91 

289,062.50 

69,000.00 

465,470.70 


Total assets 


$6,070,314.20 


$2,756,107.38 $1,047,655.51 


Liabilities and Net Worth 


Accounts payable and accrued ex- 


penses $ 540,281.10 

Collateral trust 6% bonds due Jul 3 ' 

1, 1955 500,000.00 

First-mortgtrgc 6% bonds 1,000,000.00 

6% preferred stock, par $100.00 1,000,000.00 

Common stock, no par 

Common stock, par $100.00 1,836,400.00 

Surplus, Januarj' 1, 1946 603,000.00 

Profits — Year ending Dec, 31, 1946. . . 590,633.10 


$ 267,161.36 $ 122,322.38 


500,000.00 

1,204,816.00 

557,313.50 

226,816.52 


200,000.00 

200,000.00 

400,000.00 

146,718.23 

21,385.10’ 


Total liabilities and net vorth.. $6,070,314.20 $2,756,107 .38$!, 047, 655.51 


♦ Kcd. 


The Ames Mfg. Co. investments were made up of stocks in 
the following companies: 


STU.\nT-JoKES Co.: 

Date Purchased Class of Stock Shares Cost 

.Tune 30, 1915 No-par common 57,750 $800,000.00 

May 8, 1946 No-par common 10,500 160,000.00 

Totals 68,250 $960,000.00 
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Baser AIotor Co.: 


Date Purchased Class of Stock Shares Cost 

January 1, 193S Preferred, par SIOO.OO 1,000 S 85,000.00 

Janua: 0 * 1, 1939 Common, p.ar 8100.00 3,800 315,000.00 

Total 8400,000.00 


The preferred stock of the Baher hlotor Co. is 6 per cent 
cmnulative and nonvoting. Dhddends on this preferred 
stock were in arrears from Januaiy 1, 1937, until December 31, 
1942, when thej* were paid in full; all subsequent annual pre- 
feiTed di^ddends have been paid at the end of each calendar 
year. 

The Baher Motor Company investment in the Stuart-Jones 
Company comprised the following; 


Date Purchased Class of Stock Shares Cost 

January- 1, 1941 No-par commoti 13,125 8125,000.00 

December 31, 1944 No-par common 13,125 164,052.50* 

Tot.al 8289,062.50 


* Represents a 100 stock dividend which was capitalized nt SI2.50 a share and taken up as in- 
come. .An entia* was made at December 31, 1944, on the books of the Stuart-Jones Company 
transferring $056,250.00 from earned surplus to capital stock. 

The net worth of the Stuart-Jones Compan 3 ’’ at the dates 
the Ames j\Ifg. Co. and the Balier Motor Co. acquired its 


stock was : 

Janmirt' June May 

Particulars 1, 1941 SO, 1945 8, 1946 

Shares outst.anding 52,500 105,000 105,000 

Capital stock accoimt 8548,566.00 81,204,816.00 81,204,816.00 

Surplus 41,396.00 690,859.90 736,929.70 

Total net urorth 8589,962.00 H^S95, 675.90 81,941,745.70 


The net worth of the Baher Motor Co. at Januaiy 1, 1938, 
and Januaiy 1, 1939, was: 


Particulars 


■Tanuar 3 ~ 1, 1938 Januart* 1, 1939 


Preferred stock 8200,000.00 8200,000.00 

Common stock 400,000.00 400,000.00 

Surplus 76,918.33* 64,360.00* 


Total 

*Red. 


8523,081.67 8535,640.00 


No subsidiar 3 - profits have been taken up on the Ames Mfg. 
Co. books except in the form of diAudends. 
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The im'entories of the Ames h'lfg. Co. at December 31, 1946, 
included purchases in 1946 from the Stuart-Jones Companj^, 
on which the latter company made a gross profit of 861,326.19; 
similar purchases from the Baher Motor Co. were also included 
in the inventory, the gross profit to the Baher jMotor Co. being 
826,382.44. 

On March 6, 1946, the Ames Mfg. Co. sold certain securities 
to the Stuart-Jones Companj'- for 875,000.00, the profit realized 
by the Aanes Mfg. Co. on tins transaction being 812,000.00. 
On December 5, 1946, the same secmities were piu’chased by 
the Baher Motor Co. for 869,000.00. The pirrchase price at 
both dates was in accordance with the market values then 
existing. 

Intercompany’" accounts, included in other current assets and 
accounts payable, at December 31, 1946, were: 

Omng to Owing by 

St\iart-Joncs Companj' jVnics iMfg. Co. 

Baher hlotor Co. Ames Mfg. Co. 

Stuart-Jones Companj' Baher hlotor Co 


Mnoimt 

5149,382.12 

26,444.51 

15.000.00 


PROBLEM 42 

Application of Funds 

Fi’om the following information, prepare a statement show- 
ing the sources from which funds were derived and the manner 
in which they were disposed of dm-mg the yeai’ 1946: 


MONO PRINTING COMPANY 
Trial Balances — December 31, 1945 and 1946 

December 31 


.Account 

C.ash in bank 

C.ash on hand 

Sinking fund tnistee 

Trade receivables 

Inventories 

Prepaid insurance and supplies 

Notes receivable from oflicers 

Cash surrender ■^'nlue of life-insurance policies 

Defen-ed bond expense 

Land, bviildings, machinerj', and fixtures — . 
Investments 


5 


1945 

10,270.08 

500.00 

2,516.25 

307,313.09 

115,504.53 

6.205.99 

26,252.49 

13,417.52 

3,995.51 

723,330.06 

51,269.70 


1946 

17,344.40 

1.000.00 

6,041.67 

210,786.55 

78,555.18 

4,327.14 

19,711.42 

10,815.30 

2,904.69 

733,683.83 

66,420.37 


Total debits 


.. 81.260,875.22 $1,151,590.55 
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Trade paj'ables S 51,623.87 

Accrued taxes and trages 39,267,40 

Notes payable on purchases of machineiy 65,896.02 

Accrued interest on machinerT,- notes 6S9.90 

69c first-mortgage bonds 180,000.00 

Accrued interest on first-mortgage bonds 1,350.00 

Reserve for bad debts 24,930.20 

Reserves for depreciation 147,982,66 

Common stock 600,000,00 

Surplus 149,135,17 


Total credits 81.260.875,22 


8 42,098.32 

2S.764.S1 


170.000. 00 
1,275.00 

18,447.08 

172,224.97 

650.000. 00 
68.780.37 


81,151,590.55 


The value of land, buildings, machineiA', and fixtures rras 
increased by purchases of new equipment totaling $25,149.08; 
at the same time, old equipment costing $14,795.31, upon 
which there was accinied depreciation of $10,040.69, was sold 
for $2,575.00. Depreciation charged to expense during 1946 
amounted to $34,283.00. 

Following is an anal 3 ’sis of investments: 


On Hand 

Selling at December 

Kind Acquired Cost Price 31, 1946 


500 shares Center Paper Co. 
stock (J4 of total capitaliza- 
tion) 4/ 3/43 850.000.00 850.000.00 

Public utiUtj- bonds 11/20/45 1,269.70 8 1,275.00 

Public utilitx' bonds 6/10/46 10,425.00 10,650.00 

Public utilitv bonds 9/22/46 5,000.00 5,050.00 

Public utmti- bonds 12/25/46 16,420.37 16,420.37 


Totals 883,115.07 816,975.00 866,420.37 


Bonds represented a temporary' investment of surplus cash. 

Of the machinery notes unpaid on December 31, 1945, $37- 
902.40 were due in 1947 and subsequent t'ears; all machineiy 
notes were hquidated b^* the pajunent of $50,000.00 in capital 
stock and the balance in cash. 

Mortgage bonds totaling $25,000.00 mature on hlaj' 15, 
1947, and a similar amount on November 15, 1947. 

Following is an analj'sis of the .^inlriug fund trustee accoimt: 


Cash; 

Balance, Jjmuarj- 1, 1946 8 2,816.25 

Receipts: 

Cash deposited for payment of principal and interest. 23,933.34 

Proceeds from sale of securities 17,325.00 

Interest received 623.02 844.697.61 
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Disbursements: 

Purchase of securities -S22.200.00 

Accrued iuterost purchased 224.90 

Bonds redeemed 10.000.00 

Bond interest paid 10.6-50.00 

Trustee’s fees and expenses 405.95 4-3,4S0.94 


Balance, December 31, 1946 S 1.216.67 


SvCuritiPs ‘ 

Kind 

Beal estate bonds 

Baiiroad bonds 

Dtilit\' bonds 


Totab 


On Hand 

Selling at December 
Price' 31. 1946 


Cost 

S 7.50-0.00 
9,S75.00 
4.S25.(X) 


$ 22 , 200.00 


-S 7.5O'0.(K) 
9,S2-5.00 


$17,325.00 


$4.S25.00 

$4,S25.00 


Total cash and securities 


$6,041.67 


Prepaid expenses are to be treated as current assets. 

The reduction of officers' notes receivable represents the 
paoTnent of the note of a retiring officer. 

Cash siuTender value of hf e-insurance pohcies vras increased 
by §T.397.7S and decreased bv a loan on the pohcies of 
$ 10 , 000 . 00 . 

Deferred bond expense tvas decreased by the annual Trrite- 
off pro5dded for in an amonization schedule. 

Operating losses for 1946 amounted to .SS0.354.S0, after de- 
ducting a refimd received on 1944 Federal income tax of 
S4, 157.20 and accnied inrerest thereon of -S244.2S. 


PROBLEM 43 
Gross Pkoftt Ratio 

The AB ]Machmert* Company produces a certain specialty 
'which sells for $250.00. -Inticipating an increase of 10 per 
cent in labor costs and an increase of 5 per cent in the cost of 
ra^w materials, the management asks you to determine ■what 
selling price must be estabhshed to produce the same percent- 
age of gross profit as that realized heretofore. 

The only figim?s thus far made available to you are the 
following: 

The current ratio of material costs to cost of sales is 43 per 
cent: labor costs are 36 per cent, and burden 21 per cent. You 
are informed that the increased costs which are anticipated 
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would effect a decrease of 23 per cent in the amount of present 
gross profits if the present selling price were maintained. 

Prepare a brief statement of profit and loss per unit shoeing 
the desired new seUing price and the new costs per unit. 


PROBLEM 44 

Restatement of Balance Sheet 

You are requested to recast the following balance sheet in 
such a manner that all the facts will be properly and effectively 
portra 3 ’-ed. You maj'’ use the figures given in the balance 
sheet and in the data following in any wa 3 '' 3 ’'ou ma 3 ’' see fit, 
but no adjustments to the figures themselves are required. 


M. N. X. RESTAURANT SUPPLY COMPANY 
Balance Sheet — March 31, 1947 
Assets 


Current Assets: 

Cash on hand and in banks S 26,418.32 

Accounts receivable, net 195,024.18 

Notes receivable and accrued interest. . 14,296.80 

Inventories: 

Finished goods 895,090.61 

Raw materials 14,540.02 

Work in process 41,210.38 

Factorj’- supplies 674.76 151,515.77 


TJnexpired insurance premiums. . , 
Prepaid interest on bank loans 
Unamortized bond discovmt, . . 

Goodwill 

Fixed Assets: 

Land 

Buildings 

Furniture and fixtures 

Automobiles 

Machinerj' 


344.29 

200.00 

9,702.67 8397,502.03 


8 50,000.00 
94,793.33 
5,631.36 
4,306.66 
76,135.25 


Total 

Reserve for depreciation, 


8230,866.60 
82,131.23 148,735.37 


Total assets, 


$546,238.40 


Liabilities and Net Worth 


Current Liabilities: 

Accounts payable § 99,111.11 

Bank loans 40,000.00 

Accrued wages 1,125.03 


$140,236.14 
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Fiisi-Mortgage Bonds 100,000.00 

Cnpitnl Stock: 

Preferred stock . $100,000.00 

Cominon stock . . 50.000.00 150.000.00 


Snipliis . 156.002.26 

Total liabilities and net Trortb, . $-546.2;>S.40 


The folloTving iniomiation is to be considered: 

(a) The cash accomit is composed of: 


Pett\- cask funds $ 1.000.00 

Cask in imrsatricted checkinc account 24.9S6.52 

Ocerdnift in payroll bank account &Si20* 

Deposits iritk telephone and electric light companies. 500.00 


Total $ 26.41S.o2 


(b) Accoimts receivable consist of : 


Trade accounts $203,510.11 

Employees' accounts, current 6,42S.12 

Beserve for Kad accounts 17.914.05* 


Xet 

*ReS. 


$195,024.1$ 


(c) Anab'sis of trade notes receivable: 


Past-due notes $ 3.000.00 

Notes not jv: due 11.07S.00 

Accrued interest 21S.S0 


Total $ 14J293.S0 


All notes are considered collectible. 

(d) Inventories are priced at tbe lower of cost or market 
except for the supplies, which are priced at cost. 

(e) Goodwill was origiaally set up at -SoO.OOO.OO and repre- 
sented the stated 5'aiue of 5,000 shares of no-par-vaiue com- 
mon stock given to present oScers on April 1, 1940, for their 
seixices in organizing the company. The account was written 
do^xm to $1.00 in 1945. 

(f) The fixed assets are at their appraised values, which is 
compared with cost in the following summaix*: 


Asset 


Land 

Buildinr 


A^t 

Cost Appnsijnl 

$ lO.OT'O.OD $ 50.0D0.03 
9>A739.99 £4,795.33 


Deprcciatirn Besgrr? 
Per Books .kprmisal 

$23,629.60 $22, $43.50 
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Fuimttire and fixtures 5,631.36 5,631.36 3,930.36 3,930.36 

Automobfies 4,306.66 4,306.66 2,110.19 2.110.19 

Machineij- &S,336.26 76,135.25 49,390.29 53,246.88 

Totals $179,014.27 $230,866.60 $79,060.44 $82,131.23 


The appreciation Tvas credited to surplus on March 31, 1947, 
the date of the appraisal by the GenerM Appraisal Compan}'. 

(g) First mortgage bonds of $100,000.00 bear 6 per cent m- 
torest irhich has been paid to March 31, 1947. The bonds 
mature in annual installments of 810,000.00 until hlarch 31, 
1953, ivhen the balance of 850,000.00 becomes due. 

(h) The preferred stock is 6 per cent cumulative stock and 
consists of 1,000 shares having a par value of 8100.00. No 
preferred diiddends rrere voted during the year ending March 
31, 1947, although preferred stockholders have regularly re- 
ceived their diiddends to March 31, 1946. The preferred stock 
vas sold at date of incorporation at a premium of 85,000.00 
vrhich -was credited to surplus. 

(i) Anal 3 ’'sis of the surplus account follows: 


Particulars Dr. Cr. 

Premium on sale of preferred stock $ 5,000.00 

Appreciation of fi.xed assets 48,781.54 


Goodwill written off $ 49,999.00 

Dividends on preferred stock 36,000.00 

Dividends on common stock 18,000.00 

Earnings, less a loss for the year ending ilarch 
31, 1947, of $9,654.29. . . .'. 206,219.72 

Totals $103,999.00 $260,001.26 

Balance, jMarch 31, 1947 156,002,26 

Totals $260,001.26 $260,001.26 

(j) The company is contingently hable for discounted notes 
amoxmting to 810,000.00. 

(k) Finished goods carried at an hiventor 3 ' value of 859,- 
930.36 are in public warehouses, and the warehouse receipts 
have been assigned to the bank as securitj’' for the loan of 
840,000.00. 

PROBLEM 45 

JoURXAn Ejctkees fob ]\'IeHGER 

On Jill}’’ 15, 1945, the Collins Companj’’ acquired the entire 
capital stock, consisting of 250 shares, par value 8100.00, of the 
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Stewart Corporation, and in exchange canceled an obligation 
of the Stewart Coiporation to the Collins Company amount- 
mg to $56,147.03. The net- worth of the Stewart Corporation 
at the date of acquisiiion was $o9;703.65. 

The snbsidiarv' company was used as a distributor of the 
parent company's product, but hea-vw* losses during the follow- 
ing IS months made adAUsable the dissolution of the subsidiary 
company. The dissolution was completed on December 31, 
1946. 

Prom the followmg information, you are to prepare journal 
entries to be placed on the books of the Collins Company 
which wih record properly the ehect of the hquidation of the 
Stewart Corporation on the Collins Company's accounts. 
You are also required to determine the income or loss arising 
from the liquidation and sale, if any. for Pederal income-tax 
purposes, to: 

(a'' The Stewart Corporation 
(b) The CoUins Company 

Separate Pederal income-tax returns will be Sled for each 
company. 

On December 31, 1946, the Illinois Sales Comp.any was in- 
corporated with the following capitalization: 

wind of Stock glirJ'gg Par Tslue Total 

6*^ cumulative proierred slo-ck l.oCK) ?iO?.OD SloO.OP.CO 

Common stock oC>3 none 

The stock of the Hhnois Sales Company had no market 
xalue at December 31. 1946. 

It was agreed that the new company would purchase all of 
certain assets formerly owned by the Stewart Corporation, in- 
cluding a franchise gi%'ing them an exclusive State agency for 
the Collins Company, and asstime certain liabilities: and that 
any Stewart assets remaining in the hands of the Co llin s Com- 
pany would be regarded as worthless. 

Poliowing is a trial balance of the accotmts of the Stewart 
Corooration and also the valuations at which the new organ- 
ization agreed to accept certain items: 

Price to lEiuois 

Assets Per- Bocks $a!-cs Comnany 

(Aisli 5 oSo-Sr 

Acootmts rc-oeivsble, net lS;?-2o.Sl 


? 15.ObD.OD 
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Inventories 

Fixtures, net 

Automobiles, net 

Unexpired insurance 

Prepaid advertising 

Goodwill 

Francliise 

. 16,814.70 
. 9,703.66 

. 2,036.92 

440.28 
. 1,147.14 

. 5,000.00 

20.406.81 

7,500.00 

2,000.00 

440.28 

55,685.93 

Totals 

. 54,704.88 

$101,033.02 

Liabilities and Net Worth 



Accounts payable 

Bank loans 

Accrued expenses 

Due Collins Company 

Capital stock 

Surplus 

. $16,407.89 
5,000.00 
. 1,033.02 

. 28,630.63 

. 25,000.00 
. 21,366.66* 

$ 1,033.02 

Totals 

.. $54,704.88 

$ 1,033.02 


*'Red. 

The consideration received bj* the Collins Company for the 
net assets of 8100,000.00 sold to the Illinois Sales Company 
■vras 1,000 shares of the preferred stock of the latter company. 

The inventor 5 ’- of 816,814.70 represented purchases during 
1946 from the Collins Company at factor}’- cost plus 10 per 
cent. The inventory valuation of 820,406.81 is the billing 
price to outside distributors. 

The only change in the surplus account of the Stewart Cor- 
poration since July 15, 1945, was due to operating losses of 
836,070.31. The investment account on the books of the Col- 
lins Company at December 31, 1946, was composed of: 


Original investment $56,147.03 

Advances 28,630.63 

Total $84,777.66 


PROBLEM 46 

Tax axd Bonus Feactton 

A tax oi 214 per cent is leaded by the State of X on all cor- 
porate income; in computing income subject to tax, aU ex- 
penses, including Federal income tax at 40 per cent (but not 
the State income tax), are deductible. Each 5 '-ear the M Com- 
pany, which has its home office in the State, distributes to its 
general officers as a regular part of their compensation a bonus 
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equal in total to 10 per cent of the corporate net profit after all 
deductions, including income taxe^ and bonus, have been made. 
The annual net profit averages $100,000.00. 

hlonthlj* reports of profit and loss are prepared for the offi- 
cers of the M Gompam- by its comptroller. Furnish l iim with 
the necessary* decimal fraction, correct to the fifth place, which 
maj' be apphed to each month's net profit (before deducting 
income taxes and bonus) in order that the income taxes and 
bonus may be properly* accrued. 


PROBLEM 47 
Buim-up OF Accouxts 

In 1945, Carl Swanson and George Smith entered into a real- 
estate venture; from the following information you are re- 
quired to prepare a balance sheet, on the accnial basis, of the 
venture accomits at December 31, 1946, and a statement of 
profit and loss for the IS months ending on that date. All 
profits and losses derived from each piece of property are to be 
distributed equally to aU parties having a financial interest 
therein; can'\ing charges are to be capitalized. The net 
worth section of the balance sheet should show the original 
contributions and an 3 ' other information 3 'ou deem of interest 
to the pai'tners. Cash transactions of all parties were handled 
through then- personal bank accormts. 

A chronological summary of the various transactions 
follows: 

Juh' 1, 1945 — ^An agreement covering the purchase of a 
piece of real estate contained the following items: 


Particulars Dr. Buyer Dr. Seller 


Sales price SSSO.000.00 

Two 6^ purchase-money mortgages due June SO, 1946. S'JOO.OOO.OO 

Accru^ taws, Januaiy 1, 1945, to June SO, 1945 7,516.S4 

Cash, contributed equ.ally by Smith and Swanson 1T2,4S3.16 


Totals SSSO.OOO.OO S350.000.00 


Juh' 1, 1945 — Smith paid brokerage fees of $10,400.00 on the 
above pinchase. 

The real estate was at once spht up into the foUowii^ prop- 
erties, the market values shown being put thereon b\' reliable 
appraisers: 
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Property Targe Jnly 1. 1^5 

A - SIOO-OOD.OO 

B o0.03>3.00 

C. 250, 030.03 

Totsi §400.003.03 


The tvro purchase-money mortages covered the following: 

Property .A.moiizit- 

AB $103-003.00 

C 103,003.00 

Total .§203.00-3.00 


January 1, 1946 — Smith paid 6 months' interest of -S6..000.00 
on the tvo purchase-money mortgages. 

January 1, 1946 — STranson sold his interest in AB to Fred 
hlorand for .$110,000.00 cash: ISIorand agreed to assume all 
Svanson's liabilities for unpaid taxes on AB. 

February IS, 1946 — Property B vas sold, and the foliovring 
sales contract is in evidence: 


Particulars Pr. Buyer Dr. SeSer 


Sales price $99,003.03 

6^ purcaase-moiiey mortgage due Febroary IS, 19-51 $45,033.03 

6^ Sxst-morrsase bonds of the Dale Co., due Anril 15. 

19.53 ■. .' ■ 20,033.03 

Accrued, interest on Dale Co. 'bonds. October 15. 194-5, 

TO February IS, 1946 440,03 

Accrued taxes. January 1, 1946. to February IS, 1946 295,30 

Casb, received by bolder of Srst mortgage on AB o3.261.70 


Totals $99,030.00 $99,000.03 


February IS. 1946 — ^The mortgage on AB vras paid as 
follows: 


6^7 first mortgage on A. due February IS, 1956 $ 75.033.00 

Proceeds from sale of B 33.261.70 S10S,261.70 


3IorTgage on AB paid $100.(K>3.00 

3^ brokerage fees on $75.0'X).03 mortgage on A 2,2.50.00 

Accrued mterest, January 1, 1946, to February IS, 1946 S03.00 103.0-50 ,03 


Aet proceeds distributed equally to Smith and 3Iorand .... $ 5.211.70 

March IS, 1946 — ^Real estate taxes for 1945 paid b^* Smith 
were: 



A 

B 

C. 
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S 3,758.41 
1,879.22 
9,396.05 
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Total 


815,033.68 


April 15, 1946 — Interest collected by Smith on Dale Co. 
bonds S600.00. 

June 15, 1946 — ^An apartment building on property C, con- 
struction of wliich started March 1, 1946, was completed. A 
construction loan of §400,000.00 in the form of 20-year 6 per 
cent fu'st-mortgage bonds was negotiated on March 1, 1946; 
the distribution of the proceeds of this loan and of additional 
construction costs paid b}'’ Smith and Swanson was: 


Receipts: 

Construction loan 8400,000.00 

Contributed by Smith 30,000.00 

Contributed bj' Swanson 33,445.80 


Total 8463,445.80 


Disbui'sements: 

Construction of building 8322,445.80 

Retirement of mortgage on C 100,000.00 

10% discount on new loan 40,000.00 

Accined interest on 8100,000.00 mortgage from Januarj' 

1, 1946, to March 1, 1946 1,000.00 


Total 8463,445.80 


August IS, 1946 — Smith paid 6 months’ interest on S75,- 
000.00 mortgage payable on A $2,250.00 

August 18, 1946 — Smith collected 6 months’ interest on 
$45,000.00 mortages receivable $1,350.00 

August 30, 1946 — Smith received the following cash ad- 
vances from: 


Swanson 820,000.00 

Morand 11,000.00 

Total 831,000.00 

September 1, 1946 — Smith paid 6 months’ interest on $400,- 
000.00 mortgage bonds $12,000.00 

October 15, 1946 — Smith collected 6 months’ interest on 
Dale Company bonds $600.00 
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December 31, 1946 — Results from the operation of the 
apai'tment building from June 15, 1946, to December 31, 1946, 
were as follows : 


Rentals collected $20,400.00 

Expenses, other than interest or taxes 9,516.84 

Net proceeds received bj' Smith $10,883.16 


There were no prepaid or accmed expenses at December 31, 
1946, other than interest and taxes; 1946 tax assessments were; 

Propert 3 ’' Amoimt 

A $ 3,618.75 

C 19,596.22 


The 1946 tax on C should be di'vdded between land, building, 
and building expense in the following ratios: one-sixth, seven 
twenty-fourths, and tMrteen twenty-fourths, respectively. 

Three per cent is considered a fau* depreciation rate on the 
apai'tment building. 


PROBLEM 48 

Statements op School District 


The Board of Education of the Stoneboro school district has 
authorized ^mu to make an audit of its books for the year 
ending June 30, 1945, and instructs you to prepare a balance 
sheet composed of 2 funds; one to be captioned “Current 
Fund'^ and to reflect items arising from operations, and a sec- 
ond to be known as “Building Fund” which -will incorporate 
onty those items representing capital assets. In addition to 
the fund balance sheet as of June 30, 1945, you are asked to 
prepare a condensed statement of income and expense for the 
year ending on that date. 

Following are the trial balances of the general ledger on 
June 30, 1944 and 1945: 

Jime 30 


Account 

Cash on hand 

Cash in bank 

Cash in hands of Cit 3 ' Treasurer 

1942 taxes receivable 

1943 taxes receivable 

1944 taxes receivable 

1945 taxes receivable 

State aid 


1944 

$ 300.00 

1,856.29 
10,508.63 
201,406.61 
581,043.29 
1,972,655.12 

65,814.76 


1945 

$ 300.00 

772.48 
69,875.69 
188,711.17 
313,578.68 
923,675.37 
2,001,373.84 
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Inventorj' of supplies 

Unamortized bond discount 

Real estate 

Buildings 

Equipment — 

Departmental 

Building 

Instruction expense 

Administration expense 

Building operation and maintenance 

Totals 

1942 tax anticipation \rarrants 

1943 tax anticipation -vvarrants 

1944 tax anticipation ■n'arnmts 

1945 tax anticipation vranrants 

Teachers' orders 

Certificates of indebtedness 

Accounts parable 

69o refunding bonds 

0 % building bonds 

Accnied interest 

Rcserra for depreciation 

Reserve for imcollectible taxes — 1942. . . 
Resei-ve for vmcoUectible taxes — 1943. . . 
Reser\-e for uncollectible taxes — 1944. . . 
Resen-e for imcollectible taxes — 1945. . . 

Unamortized bond premiums 

Income from taxes 

Aliscellanoous income 

Scliool fimd 

Totals 


12,021.54 

265,711.62 

3,956,34920 

563,193.61 

116,761.42 


$7,743,122.09 

$ 12,500.00 

426.000. 00 
1,300,000.00 

175,317.32 

73,651.27 

37,349.63 

750.000. 00 
947,750.00 

70,536.96 

332.064.93 

136,453.02 

192,006.13 

197,265.51 

16,916.37 


2,979,760.40 

$7,743.122.09 


12,021.54 

17,275.31 

265,711.62 

3,934,921.36 

636,593.73 

116,436.97 

1,143,433.59 

294,726.15 

433,964.03 

$10,453,427.53 


S 172.500.00 

533.000. 00 

1,000,000.00 

217.725.04 

94,317.60 

162,676.52 

1.213,000.00 

339.000. 00 
74,310.19 

376,779.93 

136.453.02 

192,006.13 

197,265.51 

200,137.33 

16,916.37 

1,301.236.46 

95,342.43 

2,979,760.40 

$10,453.427.53 


In line ivitli customary procedure, 1945 taxes were le5'ied in 
July, 1944, and the income therefrom will constitute the in- 
come of the school district for the year 1944^5. Inasmuch as 
the 1945 taxes nill not be due prior to June 30, 1945, the Board 
issued 6 per cent anticipation warrants, as in other years, in 
ordei' to pro^dde funds iidth which to operate. 

The balance of 1942 taxes receivable is considered uncollect- 
ible, and you are authorized to vwite it off against current in- 
come, apphdng it in the ratio of tlnee-to-one against education 
and operation income, respectively. 

According to State law, the leiy of 1945 was required to be 
di\*ided as follows: 


Education $1,501,030.33 

Operation 500,343.46 


Total lera* 




lis PROBLmi 4S 

Tlie law p^o^•ides that the portion allotted to education 
covers the expected requirements for instructional and admin- 
istrative expenses, interest on and retirement of refunding 
bonds, and all purchases of departmental equipment. That 
part of the le^’y relating to operation covers the estimated ex- 
penses of operating the building, expenditures for building 
improvements and equipment, and interest on the prepay- 
ments of principal of building bonds. 

hliscellaneous income was analyzed as follows: 


Particuiaxs Amount 


Tuition S46.391.S2 

Laboraton- fees 16.004.73 

Book store receipts 23.937.S3 

Librarj- fines 2,663.05 

Eental of gymnasiiun and athletic field 6.845.00 


Total $95,842.43 


All cash received is deposited with the city treasurer against 
whom the Board issues orders in pajnnent of its obhgations. 
Bank balance represents collections of fees, rentals, and similar 
items, made dming the month of June, which were turned over 
to the city treasurer on the fifth of July. 

At the close of each school year, the Board submits to the 
State Board of Education a statement of the expenses incun-ed 
during the term for cei'tain industrial courses, and for the care 
of crippled children. The State reimburses the district with 
an arbitraiy percentage of such expenses. On July 12, 1945, 
the district received a check for $69,358.32 from the State 
Board, representing the State’s contribution to the expenses 
of the year 1944-45. 

Inventories of supplies on June 30. 1944 and 1945, were as 
follows: 

Values at Cost June 30 


Item 

1944 

1945 

Educational supplies 

. . $ 6.70S.15 

$4,156.28 

Administration supplies 

. . 2,059.33 

1.136.13 

Opera tins sunnlies 

. . 3.254.06 

4.372.40 

Total supplies 

.. .$12,021.54 

$9,664.81 


During the year, building equipment, amormting to $5,- 
2S5.00 and fully depreciated, was discarded, no salvage value 
being reahzed. The Board has stated to you that it assumes 
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that full provision has been made for capital expenditures in 
each year’s levy. You may assume, therefore, that anj' de- 
ficiency in a le^y is deductible from appropriations for current 
expenses. 

Because of the difficulty of le'S'A'ing and collecting taxes, 
caused by the depression, refunding bonds, pa^’able out of fu- 
ture levies, were authorized under a special State law for the 
purpose of pro\'iding funds for teachers’ salaries. Refimding 
bonds have been issued as follows: 


Date of Issue 

Bate 

November 1, 1943 

6% 

vTanu.an* 

1, 1944 

6^0 

IMaj’ 

1, 1944 

6% 

Octobex 15, 1944 

6% 

No\*ember 1, 1944 

6% 

Jimc 

1, 1945 

cro 


Maturity 

$20,000.00 payable annually commencing 

November i, 1944 

$10,000.00 payable annually for 5 years 
commencing Januarj- 1, i945, and an- 
nual installments of $20,000.00 there- 
after 

$2,000.00 paj-able ammally for 10 3 'ears 
commencing Ma\' 1, 1945, and there- 
after in .annual installments of $16,000.00 
$10,000.00 paa’able annuaUa- commencing 

October 15, 1947 

$15,000.00 paj-able annuallj* for 10 j'ears 
conmiencing November 1, 194$, and 
there.after in annual installments of 

$50,000.00 

$10,000.00 paavable annu.allj* commencing 
June 1, 1947 


Amount 

$400,000.00 


250,000.00 


100,000.00 

100,000.00 


300.000. 00 

100.000. 00 


Bond premium and discount has not been amortized for 
the year 1944— ±5, and adjustments should be made as follows: 


Discount, on refunding bonds applicable to 3 'car 1944—15. . . . $1,472.85 
Premium on building bonds applicable to j-ear 1944—15 2,S01.C3 


Proper provisions for depreciation of buildings and equip- 
ment for the yeur 1944—15 are: 

Provisions 


Asset 


1944—45 of Prerious 
Prorision Years 


Buildings 

Equipment — 

Departmental 

Building 

Total depreciation 


$113,453.87 $199,434.09 

74,987.03 164.712.60 

11,395.66 17,918.24 

$199,836.56 $382,064.93 


Other than the facts mentioned, your audit reveals the 
books to be in accordance with the true condition of affairs. 
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PROBLEM 49 

Yextuke IX Stocks 

Dabnet Blake and Alfred Cassels, on August 1, 1946, opened 
a joint account -witb Marstens & Co., brokers, and proceeded 
to trade actively in listed stocks. On September 15, ba^^ng 
made a profit, -wMcli thej’" ivill share equally, they decided to 
close the account and distribute the balance. Blake agrees to 
take over the long stocks while Cassels will assume the short 
sales under his own name. The 3 ’' call upon j’-ou to prepare a 
statement of profits earned, detailed by stocks, and a state- 
ment showing how the cash proceeds should be distributed. 
You are furnished with the following information (letters are 
substituted for names of stocks) : 

(a) Blake deposited with the broker, upon opening the 
account, certain shares, which the broker sold shortly there- 


after, as follows: 




Name of 

Cost 

Market Value 

Shares 

Stock 

to Blake 

August 1, 1946 

300 

.4 

S 35,266.80 

5 1,575.00 

SSO 

B 

318,560.00 

21,450.00 

(b) Cassels deposited 810,000.00 cash in the joint account. 

(c) Transactions during the 45-da3'' period, abstracted from 

the broker’s statements 

• 


Balance, 

Kame of Purchases 

Sales September 15, at Cost 

Stock Shares Amount 

Shares 

Amount Shares 

Long Short 

A 2,540 515,634.90 

3,040 

528,730.85 200 

51,684.32 

B 1,350 35,119.84 

1,800 

46,347.02 430 

511.851.36 

C 700 352.50 

700 

4,980.25 


D 800 10,268.13 

1,000 

15,462.47 200 

3,895.50 


(d) Interest allowed bj’’ broker, S15.33. Dividends on B 
stock credited to the brokerage account amounted to S200.00. 

(e) Market values at September 15: A, 9}4', B, 25; D, IS/s- 

(f) Commissions and taxes are included in all the above 
figures, and no further adjustment need be made therefor. 

PROBLEM 50 

Executor’s Accounts 

You are called upon to prepare a certain statement for an 
executor. You ascertain the following facts: 



PEOBLEM 50 


121 


James Parker died on July 2. 1945, lea\’ing an estate as re- 
flected in Ms books of accoimt: 


Cash in closed bank ? 2.520.00 

Cash in Fiist Xaiional Bank S,4^S6.33 

Stocks, at cost 345.024.50 

Bonds, at cost 73.297.25 

Real estate (home), at cost 24.500.00 

Home furnishings 10.200.00 

Dividends declared, but not received S32.00 

$464,S60.0S 

69r mortgage, secured by real estate ? 19,550.00 

Accrued interest on mortgage 97.75 

5(^ demand bank loan, secured by stocks de- 
posited as collateral 50.000.00 

69,047.75 

Xet Avorth, per books ?o95.212.33 


Cash on hand at the date of death was S13S.00. Unchpped 
matured coupons amoimted to $237.50. In addition to the 
habilities expressed above, there was additional accrued in- 
terest of $195.50 on the mortgage and $266.84 on the bank 
loan, and accnied property taxes of $444.72. Household bills 
unpaid were $349.78. The market value of the stocks was 
$234,943.52, and of the bonds, $54,633.57, while the real estate 
was appraised at $22,425.90 and home fm-nishings at $5,850.00. 
Cash in the closed bank was estimated to be 50 per cent col- 
lectible. 

On Ivlarch 1, 1946, title to the real estate and home furnish- 
ings was conveyed to the widow in accordance with the terms 
of the vdll. 

Receipts and disbursements of the executor, R. S. Tait, from 
July 5, 1945, to and includmg July 1, 1947, were as foUows: 


Receiuts — 

Q'ih in b.^nk $ S,4S6.S3 

Cash on hand 135.00 

Interest received on bonds 5.S49.19 

Interest on bank balance 102.77 

Dhndends received 7.400.50 

Proceeds of insurance policies 20,000.00 

Sales of stocks (cost. S76.41S.92; market 

value at date of death. S64.954.30) 59,6S1.SS 

Sales of bonds (cost S21,416.S1: market 

Araliie at date of death. S20.350.90) 1S.1SS.21 

Dmdend on denosit in closed bank 252.00 

S120.04S.SS 
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Disbiirsemeats — 

Specific bequests to relatives $20,500.00 

Specific bequests to charitable corporations. . 35,000.00 

Payments made by court order — 

Bank loan (July 1, 1946) 15,000.00 

Interest on bank loan 2,766.84 

Federal estate tax (final) 12,344.31 

State inheritance tax (one half) 3,539.55 

Allowance to widow 27,000.00 

Interest on mortgage 1,173.00 

Property taxes and household bills 794.50 

Court costs 150.27 

Compensation to executor (final) 1,000.00 

119,268.47 


Cash in First National Bank, July 1, 1946. . $ 779.91 


On July Ij 1946, the values of the unsold securities were as 
follows: 

Market Value 

Security July 1, 1946 

Stocks $143,892.17 

Bonds 27,156.62 


On the same date, the receiver of the closed bank stated that 
probably 75 per cent of the balances of depositors’ accounts 
then outstanding should be considered worthless. 

The executor informs you that the statement he desires is a 
single comprehensive statement on which the original book 
balances and the values now remaining may appear, as well 
as a summary of the transactions that have occurred during 
the period of administration. He mil attach your statement 
as a supplement to his report to the Probate Court. 

From the information given, prepare the statement. 


PROBLEM 51 

Comparison of Profits 


You are called upon to prepare an analysis showing the 
causes of changes in the 1945 gross profits of the Chanson Spe- 
cialties Company as compared with those of the prior year. 
You are furnished with the following statements of profit and 
loss: 

Year 


1944 1945 


Sales 


Particulars 


$196,748.91 $224,625.16 
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Cost of sales — 


M.nterials 

Labor 

Factor\- overhead 

. . . . $ 62.959.65 
. . . . 64.927.14 

. . . . S7,3S2.29 

S 79,170.55 
S2, 421.72 
42,402.95 

Total cost of sales. . ■. 

.... S165,269.0S 

S203.995.22 

Gross profit 

SellinE and administrative expenses 

. . . . S S1.479.S3 
14.407.00 

S 20,629.94 
17.375.55 

Net profit 

. . . . -S 17,072.83 

S 3.254.39 


Upon investigation, you find that only Product J. was man- 
ufactured and sold in 1944, while in 1945, both Product A and 
Pi'oduct B were manufactiu-ed and sold. Your inspection of 
the various accoimts reveals that the sales and cost of sales of 
Product B were: sales -$100,490.00; materials, labor, and over- 
head in cost of sales: $28,137.20, $23,112.70, and $12,058.80, 
respectively. During 1945, the average selling price of Prod- 
uct was exactly 10 per cent less pei* unit than in 1944. 

Prepai-e the deshed anah-sis. 

PROBLEM 52 

AX-U.YSIS OF CoXSOLII)-\.TIOX IXEMS 

For several years, -4 Company has owned a 90 per cent in- 
tei-est in the capital stock of B Company, and B Compam* has 
owned an SO per cent mterest m the capital stock of C Com- 
pany. C Company manufactm-es a product, a paid- of which 
is purchased by B Company, wliile -4 Compam* uses in its 
production the entire output of B Companj'. 

At the begiiming and end of the last fiscal year of the three 
companies, the inventories at book cost were as follows: 


Opening Closing 

Company InYentor>~ Inventon- 

A S345.000.00 S1S3.000.00 

B 230.000.00 350.000.00 

C 139,000.00 130,000.00 


An analysis of intercompany purchases during the several 
years of affiliation indicates that in each case Companies B 
and C billed Companies -4 and B, respectively, at cost plus 
llC per cent. One-tliird of A Company’s opening and clos- 
ing inventories consisted of items purchased from B Company, 
wMle one-half of B Company's opening and closing inven- 
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tones and cost of sales made to A Company consisted of items 
purchased from C Company. 

In preparing consolidated financial statements, you are in- 
structed to eliminate from the profit-and-loss statement cov- 
ering the above fiscal period all the intercompany profit on 
inventories, and to prepare brief statements shovring the ef- 
fect of the inventory adjustment on the net profit for the 
fiscal year as divided beriveen majority and minority inter- 
ests. The allocation to majority and minoritj* interests is to 
be computed on each of rivo bases vrhich arise from the follow- 
ing assumptions: 

Fimt basis: jMinority stockholders are entitled to their full 
share of whatever profits, from their viewpoint, are earned. 

Second basis: ^linority stockholders are subject to their 
proportion of all the profit adjustments occasioned bj^ their 
company's sales standing in the inventory of affiliated com- 
panies. 


PROBLEM 53 

A^'AnTSIS OF REOEGA2^tZATIO^' E>'TRIES 

During the course of an audit of the books of the Eagle Sup- 
ply Company in January, 1947, you find certain journal en- 
tries made in 1940 that relate to the reorganisation of the 
company, pre-^fiously known as the Eagle Block Signal Supply 
Company, and the absorption of another corporation. 

You are asked to prepare (a) a statement showing how you 
would compute the goodwill arising from these transactions, 
(b) a reconciliation of your statement with the goodwill item 
originally set up, and (c) an adjusting journal entry (in 1947) 
to correct the records. 

Xo di\'idends were paid by the new company, and because 
of the dissatisfaction arising therefrom, a whoUy new board 
of directors was chosen by the stockholders in Xovember, 1946. 

In mew of the fact that the present management and book- 
keeping staff have been in charge of the companj^s affairs only 
since December 1, 1946, and that man 3 ' of the old stock rec- 
ords and files are missing, your interpretation of these trans- 
actions is dependent upon the following data, copied, except 
for the matter in square brackets, from the stociriiolders' 
m inutes, the general journal, and the cash book: 
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September 30, 1940 [extract from minutes of stockholders 
of the Eagle Block Signal Supply Company] — 

“Agreement with our profitable competitor, Heigh-Castings Company, was 
submitted and approved on condition of the improvement of omr financial posi- 
tion through the elimination of our building mortgage of 8232,500.00. In \’iew 
of the fact that holder of our mortgage agreed toda 3 ’’ to waive interest accrued if 
principal is paid in full on or before October 4, 1940, President Macomb was 
authorized to seU to the public at part or more as many as necessarj^ of the re- 
maining 2,500 shares of our treasury stock in order to pay off the mortgage in 
full, and to proceed with the exchange of the outstanding shares of the old stock 
for the new in accordance with the plan discussed, one old SIOO.OO par-value 
share for 1 of the new 8100.00 par value 7 per cent non-voting preferred shares 
and 5 of the 810.00 par value common shares, the balance of the new issues to be . 
paid to Heigh-Castings Company for its net assets and goodwill.” 

October 1, 1940 [from journal] — 

Land, per appraisal 8 200,000.00 

Buildings, per appraisal 

Machinery' (tentative) 

Equipment (tentative) 

Raw materials (physical count; market prices) . . . 

Work in process (arbitrarj' estimate, per J. C. M.) 

Finished stock (book cost) 

Une.xpired insurance (per schedule) 

Goodwill, per J. C. M 

6% first mortgage pajvable, due Maj' 20, 1948 

(J. C. M.) 

J. C. M. Personal 

Suspense 

Recording H. C. deal 

[Note: The last of the above debits eliminated a 
liabilitj' accoimt of tliat name in the general 
ledger.] 

October 1, 1940 [from journal] — 

Suspense 

6% chattel mortgage on macliinery 

Accrued interest paj’able, chattel mortgage — 

3^ period 

Accounts paj'able (per list) 

Treasurj- stock [at par which was book value] 

sold to J. C. M. at 93 

Officer's salarj' f Estimated 1 

Legal expense j bj' > 

Travel I J. C. ]M. J 

On account of H. C. deal, per J. C. M. 

[Note: The last three items were credited to corre- 
sponding expense accounts in the general lodger, 
each posting being accomp.anicd bj' the explana- 
tion, “Rcorg. exp.” The posting of the fourth 
credit of this journal entrj' eliminated an account 
having the same name.] 

October 2, 1940 [from journal] — 

Accrued interest paj'ablo — Chattel mortgage .... 8 5,142.82 


1,023,118.56 

500,000.00 

20,000.00 

335,834.24 

11,198.76 

39,013.84 

2,705.19 

96,281.80 

232,500.00 

119,066.30 

82,579,718.69 


579,718.69 

38,095.00 

5,714.25 

238,409.44 

250,000.00 

1,652.14 

6,630.00 

217.86 



126 


PEOBLEAI 53 


Interest expense — iJ -3 months to October 1 5,037.50 

pCo interest had been accrued on books for real 
estate mortgage.] 

;Machineiy 175,277.24 

Eqmpment 10,367.07 

Earned surplus — Ravr material shortage 4,122.45 

GoodvriU 407,840.65 


Reserve for depreciation — Buildings 

Reserve for depreciation — ^Equipment and ma- 

chinerj- 

Accrued rvages 

Goodrvill — Correction of H. C. raw material 

inventory 

Adjustment of H. C. items for errors, omissions, 
and appraisal, jjer J. C. AI. 

October 4, 1940 [from journal] — 

Capital stock 

Paid-ia surplus 

Earned surplus 

Reorganization expense, details in journal entry 
credits of October 1 [carried untU 1945 as de- 
ferred charge; you may assume the correctness 

of this deferment of expenses] 

Suspense 

J. C. Macomb, President 

7 % preferred stock 

Common stock, p.ar value 

Transfer of stock, per J. C. M 

[Note: On October 3, 1940, all the nominal ac- 
counts in the general ledger were closed out to 
earned surplus. The effect of the first three 
debits above was to eliminate the accounts bear- 
ing those names.] 

October 4, 1940 [from cash book] — 

Sales of J. C. ^I.‘s preferred at 101 

J. C- iM. — Loan to company [stiU on books in 
Januaiy, 1947, as account payable to J. C. 

ilacomb] 

J. C. Jilacomb, in full — Check 5S113 

October 31, 1946 [from journal] — 

Treasury stock 

Special loan from officer 

Deposit by J. C. ^Macomb of 12,500 shares of 
common stock of this company as security for 
bank loan. 


S 255,779.64 

352.S22.16 

15,063.48 

4,122.45 


3,000.000.00 

381.562.77 

1,237,503.53 


7,500.00 

2,000,000.00 

146,566.30 

4.500.000. 00 

2 . 000 . 000.00 


Receipts Disbursements 
8 252,500.00 


47.500.00 

8 280,000.00 

125,000.00 

125,000.00 


[Note; You find included in the collateral at the 
First iSTational Bank, on account of the com- 
pam-^s unpaid bank loan of 8200,000.00 (receipt 
issued to companj’), Certificate Xo. C13, en- 
dorsed in blank bj* J. C. Macomb, covering the 
above 12,500 shares. The above two accoimts 
in 1947 appear on the books at the amounts 
stated.] 
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A^\\I.TSIS or IXVESTMEXT ACCOITNT 

Theodore jMe^an met with accidental death on IMarch 31, 
1947, and his executor has employed you to investigate cer- 
tain financial dealings which the decedent had conducted 
dming the 3 months ending IMarch 31, 1947. You find that 
his records consist of meager memoranda, among which is a 
diarj" disclosing the following transactions: 

Jau. 20, 1947 Investments purchased (300 Highgate 10) Check 

No. A-4103 $15,000.00 

Feb. 5, 1947 Investments purchased (Highgate @ S) Check No. 

-4-4127 1.1. 7,000.00 

I^Iar. 10, 1947 Investments sold (Highgate @ 12) Deposited in First 

National Bank 20,000.00 

^lar. 30, 1947 Investmejits purchased (Highgate @ 11) Check No. 

-4-4141 1 6,500.00 

The executor who was IMean's pei-sonal attorney tells you 
that Ills chenTs only investment transactions dming 1947 
wei'e a few purchases and sales of Highgate Apartment Hotel 
Corporation first mortgage bonds. 

The bank holds a note dated IMarch 30, 1947, executed for 
§16,500.00, seciu'ed by $300,000.00 of Highgate Apaiiment 
Hotel Corporation bonds as collateral. Due to the irregulari- 
ties of a former employee of the bank, a portion of its records 
has been destroyed, so that there is no further tangible eii- 
dence available, A bank teller who handled the details of the 
bond transaction informs you that IMeau, during the latter 
part of Januaiy, 1947, borrowed from the bank 50 per cent of 
the cost of liis ha's! piu'chase of bonds, and that as these bonds 
had no listed market value, whenever jMean made a purchase 
or sale Ms loan was mcreased or decreased to 50 per cent of 
the value of the remaining bonds computed on the basis of the 
price established by the latest pm'chase or sale. 

From the above data, determine what the above transac- 
tions signify. 

PROBLEM 55 

St-\temexts for Proprietorship 

You are engaged by E. E. Dixon to audit the books of 
the Dixon Furniture Company, of which he is the sole owner, 
for the year ending June 30, 1946. From the follovdug in- 
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formation revealed by your audit, prepare a balance sheet and 
statement of profit and loss. 

Prior to June 30, 1945, the company was engaged in the re- 
tail furniture business. Owing to the doubtful prospects for 
profitable business, Mr. Dixon closed his display rooms on that 
date, sold his stock in bulk, and, during the past year, has 
devoted his attention to liquidating the receivables. 

The trial balance of the proprietorship on June 30, 1946, 
per books, was as follows; 


Account Dr. Cr. 


Cask in First Trust Bank $ 22,821.32 

Cash in Merchants State Banlc (in receivership). . . . 7,113.11 

Installment contracts receivable 618,322.05 

Notes receivable 183,762.50 

Inventory of reconditioned merchandise 3,851.45 

Investments (at cost) 530,216.27 

Office fixtures 2,132.51 

Automobile 2,832.00 

Residence (including cost of land, $5,000.00) 48,216.25 

Reserve for depreciation — Fixtures $ 1,696.60 

Reserve for depreciation — Automobile 904.22 

Reserve for depreciation — Residence 6,381.79 

Notes payable 15,000.00 

6% first mortgage on residence 14,500.00 

Accounts payable 432.75 

Accrued interest 219.62 

R. E. Dixon — Investment, June 30, 1945 1,117,058.04 

R. E. Dixon — Personal 12,855.30 

Unrealized profits 190,804.66 

Profit and loss 4,312.31 

Interest earned 41,302.30 

Interest paid 2,575.14 

Dividends received 14,375.50 

Profits realized 71,786.15 

Sales of repossessed merchandise 9,981.57 

Cost of repossessed merchandise sold 12,754.35 

Salaries 23,850.00 

Commissions 175.00 

Entertainment 1,200.00 

Rent — Office 900.00 

Automobile expense — Gas and oil 556.72 

Telephone 233.10 

Supplies and postage 651.14 

Advertising 142.75 

Miscellaneous expenses 4,968.83 


Totals 


$1,484,442.10 $1,484,442.10 


Installment contracts receivable were analyzed as follows: 
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Slxitiis of Contracts 

Contracts on 
Wliich Pay- 
ments Are Not 
Being Made 

Contracts on 

Which Pa^Tnents 

Are Being Made, 
but Delinquent 

Total 

Balance Due 
on Contracts 

Installments paid to date 
30 da^•s past due 

822,524.81 

8179,243.70 

8178,591.63 

201,768.51 

60 davs past due 

5,259.25 

51,668.42 

56,927.67 

90 da's’s past due 

17,216.79 

62,384.19 

79,600.98 

Over 3 months past due.. 

6,161.55 

8,170.64 

14,332.19 

Over 6 months past due.. 

23,043.36 

64,057.71 

87,101.07 

Total contracts . . . 

874,205.76 

8365,524.66 

8618,322.05 

Cash collected 

on accoimts 

receivable diu-ing 

the y'ear 


amounted to $239,287.17. 

In re'\’ie'^'ing the various accounts receivable with iS'Ir. 
Dixon, 3^011 estimate that 30 pei* cent of the $74,205.76 is pos- 
sibly' uncollectible. All accoimts known to be bad have been 
witten off, and where possible the fm-nitm*e has been repos- 
sessed. 

iS'Ir. Dixon states that, with the exception of one series of 
notes receivable totahng $955.00, aU notes receivable wiU be 
ultimately' honored. You find, howeveiy that notes amoimt- 
iug to $32,481.56 are past due. 

A recapitulation of the entries in the reconditioned mer- 
chandise account follows: 


Particulars Dr. Cr, 


Accounts rcccivable balances closed ovit ? 9,S46.90 

Reiinishing and reuphobtering expenses 5,161.69 

Cartage on returned merchandise 397.21 

Charges to repossessed merchandise sold 311,554.35 

Balance 3,851.45 


815,405.80 815,405.80 


Investments are composed of marketable securities vith the 
exception of $12,000.00 in first mortgage bonds which are in 
default, both as to interest and prepayunent of principal, and 
winch had been deposited v'ith a bondholders’ committee. 
The market value of the balance of the investments on June 
30, 1946, was $326,509.38. Of $4,202.98 interest received on 
personally' owned bonds, $2,500.00 was received from 2 per 
cent tax-free covenant bonds. 

Rates of depreciation that had been used in prior y'ears 
were : 
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Mortgage notes 

Reserve for development 

Unrealized profits 

Realized imdistributed profits. 


35.500.00 

45.321.00 
1,645,588.46 
1,329,532.82 


24.600.00 

27.918.00 
1,512,578.25 
1,218,036.43 


Total liabilities and net worth ... . 83,392,070.61 83,099,450.87 


Other information follows: 


1. Receivables represent principally balances owing on in- 
stallment sales of vacant real estate lots, and are payable over 
a period of from 1 to 5 years : 

December December 
Particulars 31, 1945 31, 1946 


Real estate installment contracts 

Accrued interest thereon 

Sundry 


81,962,334.07 

32,336.14 

165,695.45 


81,796,705.35 

57,412.20' 

139,086.17 


Total 


82,160,365.66 81,993,203.72 


Anatysis of changes in installment contract receivables: 

Contracts Unrealized Profit 


Accrued Accrued 

Particulars Principal Interest Principal Interest 


Balance — ^Januarj'^ 1, 

1946 81,962,334.07 8 32,336.14 81,495,465.97 8 32,336.14 

Net canceled sales 
and net gross loss 

thereon— 1946 2,090.88* 28,117.54* 

Interest charges — 

1946 114,032.95 114,032.95 

Cash received and 
gross profit there- 
on — 

Collections in 1946 

on all contracts.. . 218,313.83* 88,956.89* 165,169.56* 88,956.89* 

Collections in 1946 
and prior years 
on contracts can- 
celed in 1946 54,775.99 41,776.76 


Balance — ^December 

31, 1946 81,796,705.35 8 57,412.20 81,343,955.63 8 57,412.20 


* Red. 

Upon cancellation of a real estate contract the following 
bookkeeping procedure is followed: 

(a) The sale is reversed at the original sales price, and the 
cost of the lot is reinstated in the inventory account at cost. 



PROBLEM 56 


t on 

loo 


(b) All collections to date of cancellation are transferred 
to ‘‘Casb received on contracts canceled'' as shown in the 
statement of profit and loss. 

Thei’e were no charges made to simdiw receivables dirrins; 
1946.. 

In addition to the above, unreahzed profit was afi'ected by 
the following: 

(a) Unreahzed profit on contra ct with 'S'illage of Spa. 
In 1940 the partnerahip installed a water s^'stem in a siibdi- 
^■ision annexed to the Village of Spa. The cost was charged 
to the reserve for development. On January' 5. 1945, an 
agreement was reached with the Milage pro^nding for the re- 
imbursement of the cost by paATiient to the partnership of 
20 per cent of the receipts from water bills issued to users in 
the subdimsion. A credit ofl'setting the receivable appears 
in unrealized profits. 

(b) Accrued real estate taxes which are deferred to the year 
of pa>*ment. 

2. Special assessments paid dining 1946 on real estate held 
for sale were $3,090.30. 

3. Advances to Coral Islands Corporation., a winter resort, 
90 per cent of whose stock is owned by the partnera indiiidii- 
ally, decreased as follows: 


Ghar 5 :«>-ofi' as bad debt of interest regarded as e.amed on ac- 

cmnulated ad\-ance5 from 194.1 to 194o. inclusb'e ?122, 117.63 

Less — Cash ad\'anees imd liabilities assumed by partner- 
ship during 1946 20,941.S1 


Xct change S101.175.S5 


4. Changes in the account of office furniture and fixtines 
were as follows: 


Balance — J.anuarj* 1. 1946 SS,994.76 

Purchase of n-pewriter 120.00 

Allovrance on n'pevrriter: cost. S120.00; depreciation accrued 

thereon. SSO.OO 40.00* 

Depreciation expense 1946 996.01* 


Balance — Deecinl'or SI, 1946 S3.07S.75 

• Red. 


5. ‘‘'Other'* liabilities consisted of current expenses; those 
at December 31. 1945. were paid in full during 1946. 

6. Of the $600,000.00 originally set up as a reserve for the 
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improvement of subdivision acreage, $45,321.00 remained un- 
expended on December 31, 1945, and $27,918.00 at December 
31, 1946, the decrease representing expenditures on the con- 
struction of streets and sidewalks. The balance will be ex- 
pended dm-ing the next few years on other improvements. 

7. Changes in the net-worth accounts are analyzed below: 

Eealized 

Unrealized Undistributed 
Particulars Profit Profit 

Balance — Januarj’ 1, 1946 $1,645,588.46 $1,329,532.82 

Net realized profit 133,010.21 

Net loss on “installment-cash” basis for 

the year ending December 31, 1946 22,646.99 

Withdrawals bj' partners 88,849.40 

Balance — December 31, 1946 $1,512,578.25 $1,218,036.43 


8. Following is a summarjr of profit and loss for 1946, pre- 
pared b}’ the bookkeeper: 

Gross profit realized on collections — 

Installment contracts $165,169.56 

Interest 88,956.89 

Village of Spa 139.67 $254,266.12 


Income from cancellations — 

Total cash received to date of cancellation. . $ 54,775.99 
Less — Gross profit reported above or in 
prior years 41,776.76 12,999.23 


Commissions received 5,767.68 


Tota' income 


$273,033.03 


Less — ^Expenses — 

Bad debts . . . . 

Taxes 

Depreciation of furniture 

Depreciation of bonds 

Other expenses 


$122,117.66 

48,045.16 

996.01 

450.00 

124,071.19 295,680.02 


Net loss 


$ 22,646.99 


PROBLEM 57 

CoKKECnON JoUKXAI, ExTRY 

In making your annual examination of the records of a man- 
ufacturer of paints for the calendar year 1945, you learn that 
during the j’^ear 1945 the companj’- opened a retail store in or- 
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der to liquidate the '“'private-laber' merchandise it had pre- 
\-iously sold and vras able to recover from an insolvent custo- 
mer. The merchandise., vhich vas taken in satisfaction of an 
account receivable of SI 7.396.50. had cost the manufactm-er 
86.315.12 to produce, and had been sold to the customer for 
SS.420.16. Fmhher investigation reveals that shipments of 
merchandise had been made to the store out of the factory** 
stockroom but that no entries were made on the general books; 
the shipping records showed that paints costing 82.733.40 had 
thus been transferred. Gash received from the store was cred- 
ited to the customer's account. 

Follovang is an analysis of the accoimt due from the custo- 
mer; 


Kef. Dr. 

Date 


Ref. Cr. 

Stjbiotai . 5 i 59 .Sl 6.29 



-5142.419.79 


7-31-45 


CK 503.(K) 


7-31-45 


J 5.396.S5" 


S-31-15 


CR 1.103.00 


9-30-45 


CR 1.003.03 


10-31-45 


CR 1.503.03 


11-30-45 


CR 2.550.03 


12-31-45 


CR 1.750.03 



Baltmce 

3.599.65 

$159.S16il9 



5159.516229 


* c: revr^iT3K=* bv 31. 1944. as 

beiz;: and provided for by s like addition to tn^ reserve for bad ceb** at tLat date. 

2so books were kept at the store except duphcate sales in- 
voices. invoices for purchases., and checkbook. The sales in- 
voices showed that sales totaling 810.427.36 had been made 
ditring 1945; the pm'chase invoices showed that purchases 
totahng 859S.02 had been made, composed of outside merchan- 
dise 8563.95 and store supplies 834.07. The checkbook con- 
tained the follo'^'ing information; 


Casli xv^?eive•d frosi — 

Cash sales SS,529.47 

CcllecTioTS on charge sales 1,705.70 

S10.2S5.17 

Cash disbursed for — 

Transfers to main efnee $.5 .400.00 

Kent o: store 4.50.03 

Salarj- of clerk 603,03 

PaTOtent of ntureh,ascs 595.02 

10,045.02 

Balance in bank. IXecember SI. 1945 .5 190.15 
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Following is "the store invent orj' at December 31, 1945: . 

Factorj- 

Manu- Selling Estimated 

Purchase facturing Price to Retail 


Clag of Merchandise Price Cost Customers Value 

Recovered from customer. $1,505.96 $2,011.95 $2,148.75 

Factory shipments 543.S7 796.S0 

Outside purchases $44.06 • 66.09 


Prepare an adjusting journal entrj’- to correct the companies 
books as at December 31, 1945. 

PROBLEM 58 

CoitPUTATiox OF jNIrvoRiTr Interest 

Following is a .s umm ary of the investments and net worths 
of J. R. Bruce Companj' and Larton Manufacturing Compan}^ 


at December 31, 1946: 

J. R. Larton 
Bruce Co. ilfg. Co. 

InvKtments, at cost — 

4.000 shares Larton IMfg. Co $ 36,000.00 

1.000 shares J. R. Bruce Co $10,000.00 

Net worth — 

Capital stock — 

5,000 shares issued and outstanding $50,000.00 

10,000 shares issued and outstanding. . . . $100,000.00 
Earned surplus — 

Balance, January 1, 1946 4,963.84 6,487.16 

Net loss — Year ending December 31, 1946. 2,496.22 8,962.80 


If a consolidated balance sheet were prepared, what portion 
of the consolidated deficit would appty to the min ority stock- 
holders of that compan}'? De'sdse a formula that may be ap- 
phed to obtain the minority interest in the consolidated sm- 
plus or deficit, 

PROBLEM 59 

Computation of Bonus 

Ferdinand Products Company has an executive bonus plan 
whereby the management receives one-third of each 3 ''ear’s 
net profit, after deducting accrued State and Federal income 
taxes but before deducting the bonus. 

In computing net income subject to State tax, deductions 
for bad debts maj’’ be made onlj’’ on the basis of actual charge- 
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ofiS; '^hile for Federal income-tax purposes tlie accrual basis 
has been consistently foUo'vred. The accrued executive bonus 
may also be. deducted on the State return, but income taxes, 
both State and Federal, are deductible thereon in the year 
paid. On the Federal return, the exact amount of the State 
income tax may be treated as an expense in the year of ac- 
crual and depreciation of S500.00 may be deducted over and 
above the annual pro'^ision appearing on the books. 

Net profit per books for 1946 "was ^5,343.51 after deducting 
accrued State income tax of $1,500.00, accrued Federal income 
tax of $4,500.00, and profusion of $3,000.00 for bad debts. 
Income taxes accraed in 1945 and paid in 1946 were: State, 
$2,500.00; Federal, $5,000.00. Bad-debt charge-ofi's in 1946 
vrei'e $2,000.00. 

No minimum income exemptions are allowable in comput- 
ing the State tax. The State tax rates are: 1 per cent on the 
fimt $1,000.00, 2 per cent on the next $1,000.00, 3 per cent on 
the next- $1,000.00. 4 per cent on the next $1,000.00, 5 per cent 
on the next $1,000.00, and 6 per cent on net income in excess of 
$5,000.00. The Federal tax rate may be assumed to be 30 per 
cent. 

Ascertain the e.xeciitive bonus for 1946. 

PROBLEM 60 
.Axauysis of TniAU Baiaxce 

Following is a trial balance, by total debits and credits, of 
the accoimts of a joint ventrue known as “'ll and B Special,'' 
from wliich you are called upon to make certain anah*ses: 


Accomit 

Debit 

Credit 

Ciisli on hand 

S11S,71T.4S 

$118.0-20.19 

Brokers' receivables 

S3.5bS.0-2 

65.339.15 

War-sa vines bonds 

32.316.16 

32.698.33 

StorV? 

112,25S.9T 


Pavible to brokers, etc. 

r2;572.40 

116.144.38 

S^' sales tax 

1.131.63 

2.4.34.02 

Paul Eadv 

l.OSo.TS 

17.500.00 


1,000.00 

7.000.00 

Stock sales 


81.134.00 

Interest receBvd 


680.00 

SaLaries 

t.oW.OO 


Expenses 

4.906.7-i 

1,107.11 

Totals 

$432,057.18 

$432,057.18 
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The trial balance, exacth* as reproduced above,, is in the 
handwriting of Arthur Bore, former bookkeeper, -srho has dis- 
appeared and taken vrith him or destroyed the books of ac- 
count and ah. other records. Bore vras in the employ of Paul 
Bady. a broker, and kept the books of the joint venture in 
addition to performing other duties in Air. EadVs office. You 
are asked to determine from such meager information as is 
availabie whether it is possible that Bore, who was fully 
bonded, has appropriated any assets belonging to the venture. 
In addition to the trial balance. Air. Rady has supplied you, 
mostly from memory, with the fofiowing information: 

(a) The venture is about one year old and was formed be- 
tween himself and E. R. Barnes, a former associate, for the 
purpose of speculating in the listed common stock of a certain 
corporation, the partners having contributed initial capital of 
Slo, 000.00 and -$5,000.00, respectively. No compensation for 
personal services was to be allowed to either venturer. Profits 
were to be shared three-fourths and one-fourth, respectively. 
Pourteen thousand shares were purchased, at different tunes 
and at different prices, the average price being somewhat in ex- 
cess of $8.00 per share. Sales of 10,500 shares have been made 
at prices a trifie less than the purchase price. The balance of 
the shares is in Air. Radj'^s possession and has a present mar- 
ket value of $9.00 per share; it is to be valued at average cost. 

(b) There is a check on hand from a pm-chaser of stock 
amounting to $697.29. The drawee bank is, however, in the 
hands of a conservator, 

(c) Accounts receivable from vendee brokers and accoimts 
payable to vendor brokers upon circularization by Air. Rady 
are foimd to agree with the balances indicated on the above 
trial balance. 

(d) The 'VTar Savings bonds were purc has ed from excess 
fimds at par plus accrued interest of $316.16, and have aU been 
sold. Of the sales, bonds having a par value of -$31,000.00 were 
disposed of at 102 plus accrued interest of $57.00: the remaining 
$1,000.00 bond was sold at 101 plus an uncertain amount of 
accrued interest, and the bookkeeper was accused shortly be- 
fore his departme of having written off the bond and retained 
the proceeds from its sale. He insisted, however, that the 
proceeds had been accounted for properly. 

(e) The sales tax was erroneously accrued by the book- 
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keeper, as a tax is paj'able to tlie State onl3- on sales of so- 
called ‘‘tangible'’ personal propert}*. Anr sums already* paid 
are recoverable from tbe State. 

(f) A personal expense of Air. Eadj-'s amounting to 8S5.7S 
vras properl}' transferred from expenses to his personal ac- 
coimt. Each partner has withdrawn Sl.OOO.OO in cash. 

(g) The expenses of the venture, which, according to the 
trial balance, total about 83,800.00, were paid b}* Air. Eadj^'s 
brokerage firm and are apparent!}' correct. 

Prepare an anah'sis of the above trial balance and state 
whether any of the suspicions which have been directed 
against the bookkeeper may be correct. 

Prepare also a tentative balance sheet and statement of 
operating results from the information that has been made 
available to you. 

"What further steps, if any. would you take to verify the 
report and figines you have submitted? 

PROBLEM 61 
Xet-IVorth Axaltsis 

From the following information, construct the net-worth 
section of the Lloyd Alanufactuiing Compan}'''s balance sheet 
at December 31, IfiLI: 

(1) In Februar}', 1939, when the corporation was estab- 
lished tmder the laws of the State of Delaware, it acquired 
all the net assets of the Lloyd Paper Box Company. The 
book value of the net assets to the transferor was -8602,349.88, 
including goodwill of -8100,000.00. Stock authorized and is- 
sued for these net assets consisted of 40,000 shares of non- 
voting no-par crunulative preferred ha'sdng an annual di^*idend 
rate of 80 cents per share, payable on Februar}' 1, a stated 
value, as determined b}' the directors imder the authority of 
the charter and by-laws, of $10.00 a share, and a redemption 
price of -812.00; and 20.000 shares of no-par common ha'S'ing 
a stated value of -8o.OO per share. These shares were issued 
prorata to the stockholders of the old company, 10 shares of 
preferred and 5 shares of conmion being exchanged for each 
outstanding $ 100-par-value share of the predecessor compan}'. 
The excess paid-in value of 8102,349.88 was credited to sur- 
plus. 
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(2) The subsequent history of the surplus account is as 
follows: 


Balance of earned surplus at February 1, 1939, on 

books of Lloyd Paper Box Company $202,349.88 

Less — Portion capitalized on transfer to new com- 
pany 100,000.00 


Balance appearing on books of new company $102,349.88 

Net profit — 

1939 (February 1 — ^December 31) $ 36,423.26 

1940 29,375.87 

1941 6,391.22 

1942 2,800.17 

1943 112,647.90* 

1944 148,402.55* 186,059.93* 


Amount in excess of stated value received on sale, on 
July 1, 1941, of 20,000 shares of newly authorized 

no-par preferred at $11.00 per share 

Transfer from capital stock accounts, authorized by 
Board of Directors, under provisions of charter and 
by-laws on July 1, 1944 — 

Reduction in stated value of preferred to $6.00 
Reduction in stated value of common to $1.00 
Write-ofF of goodwill on July 31, 1944, authorized by 

Board of Directors 

Reduction in value of buildings and machinery to 
conform to new price levels, as reflected in report 
of National Appraisal Company as at July 31, 

1944, as authorized by Board of Directors 

Additional 1944 provision for loss on 1940-42 ac- 
counts receivable arising from debtors adjudged 
bankrupt in 1944, although in previous years be- 
lieved solvent 

Balance, December 31, 1944 

* Red. 

(3) Among the assets at December 31, 1944, is an item of 
reacquired stock representing the repurchase for cash from 
the company’s president on that date of 1,000 shares of com- 
mon stock at $8.00 a share. It is expected that this stock will 
be resold during 1945. 


20,000.00 

240.000. 00 
80,000.00 

100 . 000 . 00 * 

102,968.23* 

49,650.37* ■ 
$ 3,671.35 


PROBLEM 62 

Inventort Valuation 

You have been asked to prepare a table showing the com- 
putation of cost of sales (with unit costs accompanying each 
item of the table) following (a) the company’s method of in- 
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ventoiy valuation, and (b) j'our method of inventorj^ valuation 
at first-in-first-out cost. You are firrtber asked to append j'our 
comments on the company's inventory-valuation methods. 

According to the records of the Lasko h lining Compan3' the 
following inventories were at hand on January' 1 and December 
31, 1946: 


Item 


Short Tons 

January' 1 December 31 


Eaw ore 50,000 20,000 

Partly processed ore 5,000 15,000 

O-wlite, ready for shipment 25,000 5,000 


The raw ore was valued at 84 and $4,345 per ton at the begin- 
ning and end of the j'ear, respectiveh', and at $4,345 during the 
3'ear; these values were described as annual-average market 
prices elsewhere for similar raw ore at the mouth of the mine. 
None of the raw ore is sold to the pubhc, but in the compam*"'s 
income statement appeal's an ‘‘earnings''' accoimt of $869,000 
which reflects the credit for the 200,000 tons of raw ore mined 
during 1946. According to ofiicers of the compani', the “partli* 
processed” ore had accumulated 10 per cent of the reduction- 
plant expenses apphcable to each ton of raw ore processed (a 
statement 3'ou maj’ assume is correct); it was valued for in- 
ventor!' piuposes at one-tenth more than the market figines for 
raw ore. Oxi'hte, the reduced oxide of a rare metal, is the 
compan3"''s finished product ; the opening and closing inventories 
wei'e priced at $8.39 per ton, a basis of valuation followed for 
several A'ears and derived from a “cost”' formula established 
!'ears ago. Sales of ox!'hte duiing 1946 amounted to $1,168,200. 

You find that the mining expenses for the !’ear, including 
depletion, were $198,900.00, and that these costs were merged 
with reduction-plant expenses of $629,850.00 in the compam'''s 
own cost-of-sales statement. The cost per ton of the inven- 
tories at the close of the pre!'ious 3'ear a'ou determine to be: 
raw ore, $1.0428; ore in process, $1.27; finished ox^'hte, $4,328. 

Dming 1946, 20,000 tons of the ore were lost (as dross hav- 
ing no value) in the final stages of the reduction-plant opera- 
tion. 

PROBLEM 63 

Ax.\ltsi5 of SuBSCRrrnoxs Account 

On ^la!' 4, 1943, j'ou are culled upon to prepare certain in- 
formation preceding the hquidation of Emplo^'ees Securities, Inc. 
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Emplo 5 "ees Securities, Inc., uras established November 1, 
1940, vdth an authorized capital stock of 3,000 shares having 
a par value of SIOO.OO each. The purpose of the company was 
to enable the employees of the Pioneer Leather Company to 
acquu’e capital stock of the latter company by collective pm- 
chase on the open market. All the authorized stock was im- 
mediately subscribed for and payment was to be made at the 
uniform rate of 2 per cent down and 2 per cent on the fifth 
of each succeeding month. Unpaid subscriptions bore 6 per 
cent interest. No stock was to be issued until fully paid, ex- 
cept qualifjdng shares. 

The first transaction of Employees Securities, Inc., was to 
pm'chase 1,000 shares of Pioneer’s preferred stock at an aver- 
age cost of S86.50 a share and 10,000 shares of Pioneer’s com- 
mon stock at an average cost of S19.25 a share. Eunds were 
advanced for the pmchase by Pioneer. On May 1, 1943, the 
market value of the preferred was 840.00 a share, and the com- 
mon, 85.00 a share. 

At the beginning of 1943, it became evident that, owing to 
drastic cuts in the number of employees at the end of 1942 
and in rates of compensation for those remaining, many sub- 
scribers already in arrears on their monthly installments 
would be unable to complete their subscription contracts. 
Accordingly, the subscribers, at a meeting held on April 29, 
1943, gave the du’ectors authority to hquidate the company in 
a manner most equitable for all concerned, with due regard 
for the subscribers who were in a position to continue their 
monthly installments. Under this authority, and the author- 
it}’’ contained in a b^Maw pro^dding for the cancellation of 
subscriptions the installments on which were four months in 
arrears, the Board decided to ; 

(1) Establish the equity of aU subscribers at May 1, 1943; 

(2) Liquidate subscriptions on which installments are un- 
paid 4 months or longer at May 1, 1943, on the basis of the 
amoimts that should have been paid in on that date, but with 
no fiability on the part of subscribers beyond the total sums 
actuall 3 ’‘ paid in by them; 

(3) SeU enough stock of the Pioneer Leather Company to 
promde for such hqmdation; 

(4) Permit and perhaps later require subscribers less than 
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4 months in arrears to complete their subscription contracts 
in full; and 

(5) Dissolve the company by a distribution of the remain- 
mg net assets when the balance of the subscriptions has been 
paid. 

Following is a trial balance of the company's books at the 


close of business on hlaA' 1, 1943: 

Dr. Cr. 

Cash in bank S 4,593.22 

Unpaid stock subscriptions 162,100.00 

Accrued interest 6,223.75 

Cost, of incorporation 476.00 

Investment in Pioneer Lent hex Company, at 
cost — 

1.000 shares of 7 % cimmlative preferred . . . 86,500.00 

11.000 sliarcs no-par common 200,000.00 

Accounts payable now due $ 224.99 

Bank loan, due Jilay 10, 1943 75,000.00 

Capital stock 300,000.00 

Surplus, Alay 1, 1942 5,134.43 

Dmdends recei\*ed since May 1, 1942, from 
Pioneer Leather Company — 

Preferred 7,000.00 

No-par-valvic common stock, at rate of 

$1.00 ' 10,000.00 

Stock dhddend of 10% on no-par-value 
conmion stock. receh*ed September 1, 

1942, valued at market as of date of 

decLaration August 1. 1942 7,500.00 

Interest received and accnicd on unp.aid stock 

subscriptions 11,235.35 

Proceeds from life, insurance policy on life of 

president 50,000.00 

Interest paid through May 1, 1943, on bank 

lo.ans 5,852.50 

General and administrat h-e expenses 350.30 

Totals $466,094.77 $466,094.77 


Unrecorded income tax amounts to S691.9S. 

The tabulation below details the classes of subscriptions in 
arrears: 

Accnied Interest 
Xttmber of on Total Amounr. 

Individu.al Monthly Total of Unp.aid Sul>- 

Numberof Amounts Sub- Installments Amounts scriptions at 

Subscribers scribed for in Arrears in Arrears May 1. 1943* 

25 $ 200.00 12 $ 1.200.00 $ 150.00 

10 200.00 IS 720.00 100.00 
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5 

200.00 

6 

120.00 

15.00 

5 

200.00 

4 

SO.OO 

20.00 

40 

250.00 

IS 

3,600.00 

425.50 

S 

250.00 

6 

240.00 

6.00 

42 

500.00 

S 

3,360.00 

440.25 

10 

500.00 

4 

400.00 

40.00 

20 

1,000.00 

15 

6,000.00 

629.50 

10 

1,000.00 

5 

1,000.00 

50.00 

S 

3,000.00 

6 

2,SS0.00 

320.00 

6 

10,000.00 

10 

12,000.00 

1,500.00 

2 

10,000.00 

4 

1,600.00 

175.75 

1 

20,000.00 

6 

2,400.00 

349.50 

Less tlian four months in iureare . 


6,500.00 

2,002.25 




$42,100.00 

S6,223.75 


^ Dhosible equally among subscribers of eacli class. 


You ai’e asked to determine: 

(1) The equity of the various classes of subscriptions at 
May 1, 1943. 

(2) The immediate cash reqiui'ements of the company. 


PROBLEM 64 
Spread of Cost 

The "i'idette hlanufacturing Company purchases in bulk a 
raxv material vhich must be separated into 13 grades before 
processing. Cost is prorated over these grades by the as- 
signment to them of weights corresponding to theh salabihtj'' 
in the form of finished products. Grade K is weighted at 100; 
other grades are given weights corresponding to their relative 
value in production as compared with grade K. 

A certain lot of the raw material was purchased for 83,638.45 
and consisted of 737 items. The table following shows the 
grades into which the items fall, the factors assigned each 
orade, and the quantity. 


Grade 

Factor 

Quantity 

A 

40 

25 

B 

45 

100 

C 

50 

125 

D 

55 

50 

E 

60 

75 

F 

65 

30 

G 

70 

43 

H 

75 

75 
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I 

SO 

75 

J 

90 

30 

K 

100 

42 

L 

110 

38 


115 

29 


737 


W^iat cost should be assigned to each item in the various 
grades? 


PROBLEM 65 

Statements of Manufacturing Company 


The Arnold Company has the exclusive right to manufac- 
ture a product that it sells vdth optional attaclmients, some of 
ivhich it also manufactures. For the purpose of determining 
relative efficiency, the various departments of the business 
except jobbing are credited vuth their outputs at prices com- 
parable to those charged bj’’ outside suppliers. 

Castings from the foundry are machined and assembled in 
the macliine shop. The specialty department manufactures 
several of the optional attachments sold vdth the main prod- 
uct. Fuiished products of the machine shop and specialty 
department are transferred to the jobbing department for sale 
to customers. 


From the trial balance and information following, prepare 
(a) a balance sheet and (b) a statement of profit and loss 
shovdng departmental gross profit: 

Trial Balance 
December 31, 1946 
Account Dr. Cr. 


Cash in banlc ? 40,325.62 

Cash on hand 250.00 

-A-ccounts receivable 135,627.48 

Bcser\'e for bad debts S 

Book inventories — ^December 31, 1946, . . 108,933.24 

Prepaid factorj' supplies 2,516.34 

Unexpired insurance premiimis 1,596.14 

Unamortized bond discount 5,737.50 

L.and 51,125.62 

Building 290,046.91 

Machinerj' and equipment 175,127,60 

Oflicc furniture and fixtures 15,437.82 

Salesmen’s automobiles 10,487,25 

Truck 2,400.00 

Beserve for depreciation — 

Building 

Machineia' and equipment 


25,628.32 


40,027.95 

53,701.69 
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Office furniture and fixtures 


4,158.71 

Salesmen’s automobiles 


3,993.63 

Truck 


900.00 

Accoimts pavable 


35,087.39 

Notes pavable 


27,963.56 

Accrued factorv pavroll 


2,780.-54 

6% first- mortgage bonds 


170,000.00 

7% cumulative preferred stock, $100.00 
par value 


175,000.00 

Common stock, $10.00 par value 


200,000.00 

Surplus 

216,632.80 


Net sales 


1,817,562.14 

Jobbing purchases 

1,265,149.70 

Foundn’ — 

Purchases 

425,114.80 


Direct labor 

100,696.80 


Supervision 

15,809.96 


Insurance 

3,500.98 


Supplies and expei.se 

5,268.41 


Departmental sales 


623,588.20 

Machine shop — 

Purchases 

701,460.59 


Direct labor 

88.401.22 


Supervision 

10,018.80 


Insurance 

4,261.20 


Supplies and expense 

2,897.72 


Departmental sales. . . 


947,441.60 

Specialty department — 

Purchases 

146,291.52 

Direct labor 

30,022.44 


Supervision 

4,286.78 


Insurance 

1,081.96 


Supplies and expense 

1,598.76 


Departmental sales 


230,372.90 

Heat, light, and pover 

11.108.96 

■ 

Taxes — Real estate 

12 659.08 


Sales salaries 

59,408.91 


Sales expenses 

27,762.28 


Officers’ salaries 

149,280.16 


Office salaries 

114,509.78 


Bad debts 

18,175.62 


Insurance 

10,081.56 


Rent of general office 

18,000.00 


Office stationery and supplies 

26,409.18 


Other e.xpenses 

35,601.68 


Truck expenses 

3,650.18 


Interest paid on bonds 

7,650.00 


Other interest paid 

1,650.28 


Income tax on bond interest 

153.00 



Totals $4,358,206.63 .$4,358, 206.63 


The inventories at Janaurj^ 1, 1946, and December 31, 1946, 
unadjusted for interdepartmental profit, follow: 
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Particulars 


Januarv December 
1, 1946 31, 1946 


Inventories — 

Finished products in jobbing department — 


Outside purchases S 24,028.46 

Transfers from — 

Machine shop 62,140.77 

Specialty' department 15,808.52 

Eaw materials in — 

Foundry 12,268.40 

Machine shop (outside purchases) 17,180.91 

Specialtj' department 3,418.91 


S 17,186.92 

50,475.09 

15,412.69 

10,068.92 

13,229.40 

2,560.22 


Totals 


8134,845.97 $108,933.24 


The interdepartmental billings dming the j'ear 1946 were 
as follows : 

^To 

Foimdn' Machine Shop .Jobbing Together 


By- 

Foundn,- 8623,588.20 8 623,588.20 

Machine shop 828,474.35 8 918,967.25 947,441.60 

Specialty department. 230,372.90 230,372.90 


Totals .828,474.35 8623,588.20 81,149,340.15 81.801,402.70 


The complete output of the foundiy is transferred to ma- 
chine shop. The biUings by the machine shop to the foundry 
represent defective castings returned. These were charged 

to foundiy piu'chases. 

Depreciation should be computed at the following annual 
rates; 

Assets Rate 

Buildinp 2% 

Machineia' and equipment 10% 

Office furniture and fixtures 10% 

Salesmen’s automobiles 25% 

Truck 25% 


An analysis of the fixed-asset accounts reveals the following 
changes dining the year : 


Assets 


Balance — 
Januan* 
1, 1946 


Additions Balance — 

Diu-ing December 

1946 31. 1946 


Building 8278,514.62 

Machinerj- and equipment — 

Foundn,- 59,306.75 

Machine shop 76,884.92 

Specialty department 23,680.19 


811,532.29 8290,046.91 

3,519.69 62.826.44 

10,227 68 87,112.60 

1,508.37 25,188.56 
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Office furniture and fixtures — 13,230.85 2,206.97 15,437.82 

Salesmen’s automobiles 10,487.25 10,487.25 

Truck 2,400.00 2,400.00 


Certain factory overhead expenses are to be distributed as 
follows : 


■To- 


Expense 

Foundry 

Machine Shop 

Specialty 

Building depreciation 

35% 

40% 

25% 

Heat, Hght, and power. . . 

40% 

45% 

15% 

Real estate taxes 

35% 

40% 

25% 


The bond issue was floated October 1, 1942, at a discount of 
5 per cent and is due October 1, 1952, without prepaj^ments. 
The bond interest is paj^able April 1 and October 1. Income 
tax payable under the 2 per cent tax-free covenant clause 
should be accrued. 

A pro^nsion for bad debts was made monthly on the basis 
of 1 per cent of net sales. A review of the accounts receivable 
reveals that the reserve at December 31, 1946, to provide for 
normal losses, should be $28,416.97. 

An analysis of the surplus account since January 1, 1945, is 


as follows : 

Particulars Amount 

Balance — January 1, 1945 $232,873.61 

Net operating loss — 1945 414,819.06* 

Balance — ^January 1, 1946 $181,945.45* 

Adjustment to reduce inventories at December 
31, 1945, to cost 10,187.35 

$192,132.80* 

Preferred dividends paid for years 1945 and 1946. 24,500.00 

Book balance — ^December 31, 1946 $216,632.80* 

♦Red. 


The truck mileage was used approximately 50 per cent for 
hauling raw materials to the foundry and 50 per cent for haul- 
ing sliipments from the warehouse to freight depots. 

Selling and administrative expenses are not allocable to the 
several departments. 
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PROBLEM 66 

Consolidated Statejcents 

Fi’om the information following, which you determine to be 
correct, prepare a consohdated balance sheet and statement of 
profit and loss: 

Aetna Pubhshers, Inc., is an operating and holding company 
with two subsidiaries: one a printing companj’-; the second, a 
jobber of paper and printing supplies, now on practicallj’- a 
nonoperating basis because of the depression. The parent 
compan}'- markets several series of educational books turned 
out by its subsidiar}'- and by other printing establishments. 
The parent companj'-’s trial balance follows: 

AETNA PUBLISHERS, INC. 

Trial Balance — ^December 31, 1946 


Cash in bank S 3S,694.S2 

Cash on hand 500.00 

Customers, all collectible 2S7,71S.90 

Inventory- at December 31, 194G, of books, all of 
which were acquired m 1946 — 

Purchased from Plavders Coiqi $48,238.50 

Other purchases. .. .‘. 14,878.74 63,117 J24 $ 63,117.24 


Advances to — 

Playdc.i’s Corp 35,200.00 

Printers Supplies Comjjanj- 171,280.58 

Investment m — 

Piayders Corp., acquired on January 1, 1937: 

1,250 shares at cost of $110.00 per share 137,500.00 

Printers Supplies Company, established in 1941 
at cost of $82,000.00: 500 shares written down 

in 1946 to 1,000.00 

'acquired January- 1, 1944, from Piayders' 

Corp.; land at cost to transferor, building 
Land * at then fairmarkct\'alue of $91,000.00 [net ^ 10,000.00 

after dcijrcciation] as detennined bj’ Acme 
oVppraisal Co. 

'Building 150,000.00 

Reserve for depreciation 72,500.00 

Accounts payable 68,284.43 

Capital stock authorized and issued — 6,000 shares. . 600,000.00 

Earned surplus at Januarj- 1, 1946 120,339.12 

Sales ' 848,058.26 

Rental income, which may be regarded as a fair 
apportionment to subsidiaiy companies of de- 
preciation, taxes, and other actual costs 3,600.00 

Opening inventory (includes no items acquired 

from subsidian- companies) 36,847,11 

Purchases from Piayders Corp 580,723.31 
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Other purchases 65,499.62 

Selling and administrative costs, including depre- 
ciation of S4.500.00 34,226.26 

Losses from bad debts, including stock •vrrite-down.. 163,591.21 


Totals $1,775.899.05 $1,775,899.05 


The trial balance of Plaj'ders Corp. was: 


PLAYDERS CORP. 

Trial Balance — ^December 31, 1946 


Incompleted shop orders at December 31, 1946 (no 
purchases from Printers Supplies Companv in- 
cluded) S 32,390.22 

Paper, ink, and supplies at December 31, 1946, of 
which $28,800.00 represents paper acquired in 

1946 from Printers Supplies Company 82,319.12 

Machiners’ and equipment, at cost 123,713.24 


Reser\-e for depreciation, unchanged since 1944 .... 

Advances from parent company 

Capital stock, 1,500 shares originalh* issued in 1929 

at par 

Paid-in siuqjlus arising from retirement in 1934 of 

preferred stock at less than par 

P.aid-in surplus from sale of building to Aetna Pub- 
lishers. Inc., in 1944. at a price exceeding cost of 
$130,000.00 less accrued depreciation of $52,- 

000.00 

Deficit at January 1, 1946. of which $34,967.81 was 


accumulated prior to 1937 176,087.99 

Sales to Aetna Publishers, Inc., at regular market 

prices 

Paper purch.ased from Printers Supplies Company 

during 1946 '. 138,624.33 

Inventort’ of raw materials and supplies at January 
1. 1946, of which $6,320.33 represents paper ac- 
qmred from Printers Supplies Company (no 

orders in process at this date) 54,728.13 

Shop rent paid Aetna Publishers. Inc 3,000.00 

All other shop purchases and direct shop expenses 
incurred in 1946 408,617.64 


S 82,319.12 

123.713.24 

33,200.00 

150,000.00 


34,525.00 


13,000.00 


580,723.31 


Totals 


$1,019.480.67 $1,019.480.67 


Onl3* a few transactions appear on the books of Printers 
Supphes Conipam- for 1946. Its trial balance follows: 

PRINTERS SUPPLIES COMPANY 
Trial Balance — ^December 31, 1946 
Cash in b.-uik, representing checks drawn on bank ac- 


count of Aetna Publishers. Inc $ 132.99 

Customers, all collectible $ 504.20 

Inventorv- at December 31. 1946, of paper, etc., at cost.. 2,740.44 
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Advances from parent company 171,2S0.5S 

Sales of similar items at similar prices to Playders 
Gorp., at regular market prices: gross margin has re- 
mained unchanged during last several years 13S.624.S3 

Sales to outside customers 4.43S.23 

Rental paid Aetna Publishers. Inc., forstoragespace. . . 600.00 

All other direct costs of sales, including purchases of 
SS5,764.3S and opening inA-entora- of 62.312.50. less 

closing inventora* of 62.740.44 04.775.04 

Officers’ salaries 52,000.00 

Capital stock — 500 shares authorized and issued 50.000.00 

Paid-in surplus from assets contributed in excess of par 

A-alue of stock 32,000.00 

E.amed surplus, Januan- 1. 1946 245.656.45 


Totals 


6:396.476.13 6396.476.13 


PROBLEM 67 

Balance-Sheet Akrangemext 

From the follo\^-ing information prepare a balance sheet of 
the Goldrox Company at December 31, 1946: 

Gash in bank Oess checks in paament of accoimts payable of 619.- 


572.27, dated December 31, 1946. but mailed to creditors Januan* 

5, 1947) ’.6 50,061.97 

Petty cash (in avhich are included adv,ance5 to emploa*ees of 6575.00, 

avhich are to be repaid from next paaroll) 1,000.00 

Customers' notes (of which 615.419.50 p.ast due are doubtful .and be- 

liea*ed to be hut 50 per cent collectible) 62.064.46 

Accoimts receivable (including bad accoimts of 616.672.27, doubtful 
items — 50 per cent collectible — of 639,961.59. and advances to 
officers of 610,500.00 for stock subscriptions and of 62,514.62 on 

open account) 137,111.56 

Ina’cntora* of — 

Finished goods (including consignments received amounting to 

63,095.56) ' T . . . 70.725 J26 

Work in process (excluding factora* oa-erhead of 64.604.71) 30,290.22 

Eaav material (merchandise in transit at December 31, 1946. not 

entered on books. 617.429.70) 56,977.43 

Gnexpired insurance premiums (in avhich are included the cash sur- 
render a*alucs of 621,903.38 on officers' life insurance policies) .... 27,429.70 

Bonds .and stocks (market aailue of listed securities 5132,055211 : un- 
hsted stocks consist of ina-estments at cost of 654,691.50 in :iffili- 

ated comjaanics) 194.412.93 

Deposit avith sinking-fund trustee from avhich matured but impre- 
sented bonds of 610,250.00 and imprcsented interest coujxms of 

6922.50 haa*e l>een deducted 32.314.13 

Imamortizcd bond discount and exi'cnse 4.604.71 

L.and 121.195.02 

Buildmg 444,467.16 

Equipment, including equipment in use, fully depreciated, aa-hicli 
cost 637.429.70. . . .' 


231.752.66 



152 


PROBLEM 68 


Patents, including worthless patents costing $11,903.38 on which ac- 
cumulated amortization of $9,215.29 has accrued 132,810.48 

Bank loan, on which interest of SS15.00 has been prepaid, secured by 

bonds and stocks ha^dng a book value of $20,146.22 15,000.00 

Subscriptions to stock in affiliated companies, payable January 1, 

1948 17,000.00 

Trade accoimts payable (included in which are debit balances total- 
ing $9,859.31) 56,977.43 

Estimated liability on contract for raw materials canceled December 

20, 1946 9,200.00 

Loan from stockholder secured by assignment of notes receivable of 

$22,316.19 20,000.00 

Interest accrued on bonds 5,416.67 

Other accrued expenses 23,978.16 

6J4% first mortgage bonds, payable $5,000.00 semiannually on 
March 1, and September 1, to March 1, 1956, when balance 

matures 250,000.00 

7% cumulative preferred stock authorized, par value $100.00 500,000.00 

7% cumulative preferred stock unissued and unsubscribed 150,000.00 

No-par co mm on stock — 2,000 shares authorized and issued, includ- 
ing 200 shares sold to officers on which the company has advanced 

$10,500.00 200,000.00 

Surplus (before prordding for depreciation reserves of $180,080.34, 
and resen’-e for amortization of patents of $110,907.10; but includ- 
ing surplus of $25,147.78 arising from revaluation of land) 669,665.47 


PROBLEM 68 

Paktnership Analysis 

The Plural Manufacturing Company, a pai’tnership estab- 
lished on January 1, 1945, calls upon you to prepare a state- 
ment of the capital accounts of the partners for the two years 
ending December 31, 1946, and a balance sheet as at that date. 
Following is a trial balance of the general ledger at December 


31, 1946: 

Account Dr. Cr. 


Cash in bank S 16,740.90 

Accounts receivable 21,330.74 

Inventory 9,410.30 

Equipment 140,500.00 

Sales $285,678.32 

Purchases 122,639.71 

Labor 69,742.80 

Heat, light, and power 3,620.00 

Other factorj' expense, less above inventory.. . 10,340.29 

Office salaries 3,750.00 

Rent 2,400.00 

Interest on loan 600.00 

Other general expense 6,643.90 

Accoimts paj'able, including loan from Bet- 
ters on June 29, 1945, of $5,000.00 29,470.32 
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Partners’ accounts — 


Annett — 

Ciipital 40,000.00 

Drawing 7,390.00 

Betters — 

Capital 60,000.00 

Drawins 13,740.00 

CibeU— 

Capital 30,000.00 

Drawing 16.300.00 


S445.14S.64 S445.14S.64 


Among the pro5'isions of the partnership agreement you 
find the following: 

Loans from partners. The interest rate on loans from part- 
ners will be 6 per cent per annum. 

Partners' salaries. Salaries of S5.000.00, $2,500.00, and 85,- 
000.00 'udll be paid to Aimett, Betters, and CibeU, respectively. 
These amoimts wiU be added to the partners’ drawing accormts 
on December 31 of each year. 

Partners' draicii^gs. Each partner wiU be permitted to draw 
against prospective profits to the extent of 10 per cent of his 
capital at the beginning of the year. On withdrawals in ex- 
cess of this percentage, a partner wiU pay interest at the rate 
of 1 per cent per month, without compoimding, to be com- 
puted and charged to the paidners’ accounts on December 31 
of each year. If the drawings of any partnei’ dining the year 
are less than 10 per cent of his capital at the beginning of the 
year, interest on the difi'erence t\dU be credited to his accoimt 
at the rate of 6 per cent on the imdra-um balance on December 
31. 

Profit sharing. Each partner will receive a preferential al- 
lowance of S per cent on his capital accoimt at the beginning of 
each year. The balance of profit or loss wiU be shared equaUjx 

In examining the records of the company, you find that the 
books were not closed at Decembex 31, 1945. The amounts in 
the partners' capital accoimts represent ori^al investments. 
You also determine that the net profit for the year ending 
December 31. 1945, after deducting partners' salaries and 
baking depreciation of S7.025.00 on equipment but before 
deducting interest on the partners' accounts amounted to 
S12.4S0.0ll. 

A sunnnar>' of the partners' drawing accounts follows: 
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Annett 

Betters 

Cibell 

1945— 

Januarj" 1 to October 31, inclusive. 

S2,S00.00 

S 6,000.00 

S 3,000.00 

iSrovember 30 

300.00 

840.00 

400.00 

December 31 

290.00 

900.00 

400.00 

Totals 

83,390.00 

$ 7,740.00 

S 3,800.00 

1946— 

January 1 to June 30, inclusive . 

1,800.00 

3,700.00 

2,500.00 

Julv 1 to December 31 

2,200.00 

2,300.00 

10,000.00 

Totals 

$7,390.00 

$13,740.00 

$16,300.00 


On December 31, 1946, Cibell withdrew from the firm and 
was given in full settlement 810,000.00 in cash as shown above, 
and a 6 per cent two- 3 ^ear note for 830,000.00 signed b}'' the 
other partners. 

PROBLEM 69 

BaXuVN'ce Sheet After Reorgaftization 

Stockholders of the Ace Manufacturing Companj’- and the 
G, L. Baj's Companj’ have been presented with a plan of re- 
organization. A summary’- of the plan follows, together with 
the balance sheets of the two companies, from which jmu are 
asked to prepare a balance sheet of the new companj’’: 

Ace-Baj's, Incorporated, is to be established with an au- 
thorized capital stock of 160,000 7 per cent cumulative pre- 
ferred shares ha-^ing a par value of 825.00 each, and 500,000 
shares of no-par common stock. 

It is proposed to exchange shares of the new organization 
for the outstanding shares of the old on the following basis; 

(a) For 1 share of Ace hlanufacturing Compan 3 ''’s pre- 
ferred stock, 4 shares of Ace-Baj’s, Incoiporated, preferred. 

(b) For 1 shai’e of Ace hlanufactmiug Compan^-’s common 
stock, 2 shares of Ace-Baj^s, Incorporated, preferred and 5 
common. 

(c) For 2 shares of G. L. Ba^'s Companj^’s stock, 1 share of 
Ace-Baj's, Incorporated, preferred and 7 common. 

Following the transfer of the stock, it is proposed to dis- 
solve the two old organizations and conduct all operations in 
the plant owned and occupied bj* Ace Alanufacturing Com- 
pan^^ 

jMortgage holders have agreed to accept 1,400 shares of the 
new issue of preferred stock in pajmient of the bonds which 
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matured November 15, 1946, and the accrued interest in de- 
fault on December 31. 

Five thousand shares of conmion stock are to be sold to the 
president of Ace Manufacturing Companj^ at 82.50 per share, 
and he, in timn, agrees to pa}"" in 30 shai’es of Ace hlanufactur- 
ing Company’s common stock in satisfaction of the 81,750.00 
chai'ged to his account. 

An undervTiting sjmdicate has agreed to take over the 
balance of the stock not involved in the transfer and to offer 
it to the pubhc in units of 1 preferred share and 4 conunon 
shares at 840.00 per unit, of wliich it vdll tmm over to the 
companj’' 835.00. Conmion stock not absorbed in unit sales 
will be distributed between the underwriters and various in- 
diidduals, according to agi-eement, as compensation for seiw- 
ices. 

Of the cash received from the sale of stock, 8500,000.00 is 
to be reserved for the pm’chase of new equipment; 8650,- 
000.00 is to be utihzed for pacing off accrued wages, bank 
loans and overdraft, trade acceptances, diiidends unpaid, and 
as many trade accounts payable as possible. The balance is 
to be added to working capital. 

Balance sheets of the two consohdating companies follow: 


ACE MANUFACTURING COMPANY 
Balance Sheet — December 31, 1946 


Assets 

Current assets: 

Notes receivable S 73.S57.00 

Trade accounts receivable, less reser\'c for bad 

debts of $92,605.00 264,310.48 

Advances to officer 1,750.00 

Merchandise 453,332 9S 

Raw materials, at the lower of cost or market. . . . 384,075.32 


81,177,325.78 


Investments, at cost: 

Bonds of other companies (market value 89,- 


427.00) 8 62,518.50 

Treasury stock (2,950 common shares) 229,500.00 292,018.50 


L-and, buildings, machincrj-, and equipment at 
sound Aailucs, as appraised by Messrs. Cameron- 

Grcy and Co. on December 31, 1946 2,384,251.60 

Prepaid expenses 3,859.02 

Patents, goodwill, and copj-rights, paid for in com- 
mon stock 200,000.00 


Total assets • • 84.057,454.90 
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Liabilities and Net "Wortb 


Current liabilities: 

Bank overdraft S 11,395.48 

Bank loans 22,500.00 

Trade acceptances, past due 69,350.00 

Notes receivable discounted 72,400.00 

Accounts pa 5 ^able 843,283.09 

Accrued interest on bonds, of wliich $8,295.00 

was due November 15, 1946 10,368.75 

Accrued wages 7,719.43 


6% first mortgage bonds (of which the annual pre- 
pajTnent of $26,500.00 due November 15, 1946, 

was not paid) 

Net worth: 

8% cumulative preferred stock, 15,000 shares 
authorized and outstanding, par value $100.00, 
on which no di-\ddends have been paid since 

Januarj' 1, 1944 $1,500,000.00 

Common stock, no-par value, 12,500 shares au- 
thorized and issued 1,237,500.00 

Surplus arising from appreciation of capital as- 
sets, less operating deficits aggregating $82,- 
495.68 6,438.15 

Total Habifities and net worth 

G. L. BAYS COMPANY 
Balance Sheet — December 31, 1946 


Assets 

Current assets; 

Cash on hand and in banks S 39,681.47 

Trade accoimts receivable 598,300.21 

Merchandise 714,674.37 

lY ar bonds, at cost, market value $15,300.00 15,075.00 

Prepaid insurance 1,963.43 


Furniture and fixtures and equipment at cost; 
soimd Value as appraised b 5 ' Jennings and Knapp 
on December 31, 1946, $174,366.57 

Total assets 

Liabilities and Net "Worth 


Current liabilities: 

Trade accounts paj'able $ 64,827.95 

Dmdends payable on Januarj'- 15, 1947 40,000.00 

Accrued wages 1,302.52 

Accrued interest on chattel mortgage 82.20 


Chattel mortgage, in which a pajunent of $300.00 
is due on March 1, 1947, and installments of 
$300.00 each third month thereafter 


$1,037,016.75 

276,500.00 

2,743,938.15 

$4,057,454.90 

$1,369,694.48 

183,959.69 

$1,553,654.17 

$ 106,212.67 


4,110.00 
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Eeserves: 

Bad debts S 26,821.40 

Depreciation 31,442.78 58,264.18 

Net worth: 

Capital stock — 100,000 shares authorized; 80,000 

outstanding, p.ar value 810.00 8 800,000.00 

Surplus — 

Arising from contributions of assets at date of 

incorporation 273,649.52 

Earned 311,417.80 1,385,067.32 

Total liabilities and net worth 81,553,654.17 

It is agreed that the assets of the new companj" shall be 
tangible assets only, wliich shall be priced at market or cur- 
rent sound values. 

You are called upon to prepare a balance sheet of Ace-Bays, 
Incorporated, on December 31, 1946, on the assumption that 
all the foregoing transactions were consummated on that date. 


PROBLEM 70 

AxALYSIS of IxSTALLMmsT ACCOUXT 

Smith is a builder of small homes wliich he seUs on the in- 
stalhnent plan, retauiing title to the property imtil fuUy paid 
for. Earned profits on sales are taken up on his books on the 
usual installment basis of accounting, and in his Federal in- 
come-tax return earned profits from such sales are likewise so 
reported. Income is returned on the calendar year basis. 

On Januaiy 1, 1942, Smith entered into a contract with 
Jones to sell him, on installment terms, a bimgalow construct- 
ed in 1941. Jones was able to make the installment pa^unents 
until June, 1946. at which time, due to financial revei*ses, he 
rehnquished all claims to the property in consideration of liis 
release from further hability on the contract. 

From the books of Smith, the following facts are ascer- 
tained : 


Selling price — Smith to Jones. J.^nu.n^^■ 1, 1942 89,000.00 

Tot.nl cost of property to Smith (construction completed on 
December 30, 1941: fair market value in Jime. 1946, 

SJ.eoo.ooi 6,000.00 

.^kmount of first mortgage on property held by the -Y YZ Fi- 
nance Co., mortgagee, and signed by Smith, mortgagor; 
inortgace to be assumed by Jones when installment pay- 
ments of 85,000.00 have been made 4,000.00 
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Total installment payments made by Jones to Smith to date 
of cancellation of contract, of which cash of $150.00 was 
received in 1946 1,500.00 

Smith had computed correctly the earned profit on the 
transaction and had reported it in his Federal income tax re- 
turn in accordance with the tax regulations. (1) What effect 
will the cancellation of the contract have on Smith’s taxable 
income for the calendar year 1946, and (2) what entries should 
be made on the books of Smith to reflect the cancellation? 

PROBLEM 71 

Analysis of Profit Decline 

Mr. J. B. Sterling, president of the Nomad Manufacturing 
Company, hands you the following condensed comparison of 
operations for the years ending December 31, 1945 and 1946. 
He believes that a considerable portion of the loss for the year 
1946 is attributable to reductions in selling prices not com- 
pletely compensated for by reductions of the prices of raw 
materials purchased. 

Write a letter to the president pointing out to him the ap- 
parent causes for the decline in net profit for 1946. 

The data submitted by the president follow: 


Particulars 

1945 

1946 

Units sold 

211,360 

179,864 

Sales 

, $321,267.20 

$259,004.16 

Cost of sales — 

Raw materials 

Direct labor 

Factory overhead 

Variation in finished goods inventory — 

Raw materials 

Direct labor 

Factory overhead 

. $237,524.30 
. 23,885.94 

. 23,239.79 

4,284.31* 

433.43* 

429.82* 

$184,243.92 

19,216.51 

24,020.65 

4,570.11 

467.81 

584.75 

Cost of sales 

Selling expenses 

General and administrative expenses 

. $279,502.47 
. 23,131.24 

. 15,742.09 

$233,103.75 

24,087.39 

16,835.27 

Total cost and expenses 

. $318,375.80 

$274,026.41 

Net profit 

. $ 2,891.40 

$ 15,022.25* 


*Red. 
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PROBLEM 72 

Adjustment of Branch-office Trial Balance 

The TTall Paper Company has estabhshed a number of 
branches which sell paints and wallpaper to the public. Alost 
of the merchandise handled by the branches is purchased from 
the home office at regular retail prices which are maintained 
uniformly for all merchandise, including outside purchases at 
25 per cent above the actual cost to the company. Outside 
pinchases made by branches and inventories thereof are car- 
ried at retail on the branch books and the markup is credited 
to an income accoimt. A check to cover such purchases is 
sent periodically to each branch. Bank balances of branches, 
except for an amoimt estimated to cover immediate expenses, 
are remitted to the home office at the beginning of each month. 
The accoimts of each branch are audited annually. 

Diuing the fiscal year ended Jime 30, 1943. remittances from 
one of the retail branches to the home office were irregular, 
and suspicion arose as to the correctness of the monthly re- 
ports submitted by the branch manager. The president of the 
company decides to have an immediate audit made of this 
branch, and on July 1, 1943, you are called upon to make an 
investigation. The following mformation is made available 
to you : 

On the home-office books, the accoimt of the branch was as 


follows: 

Fanicular? Amount 

Balance — July 1, 1942 S 62,501.63 

McTchandise sliipnienis at branch selling 

prices 12.S.125.CK) 

Equipment putehases. at cost 7,750.00 

Eemittances for outside purchases (not in- 
cludinc purchases for the month of June, 

1943. ^3.125.00) 41,975.00 

$240,351.63 

Less — 

Beceipts from branch S127.21S.13 

B:’.d debts submitted by manager as at 

Jime SO, 1943, and mite-os' approved... 1.219.12 12S.437J25 

Ralance-^Time 30. 1943 $111.914.SS 


An audited trial balance of the branch at July 1, 1942, con- 
sisted of the following items: 
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Particulars Amount 


Cash — ^from June, 1942, receipts S14, 962.63 

Customers’ accounts receivable 16,227.08 

Inventory — ^June 30, 1942, at selling price 17,148.29 

Equipment purchased by home office 21,915.00 


Accounts payable — 

Rent $ 826.22 

Outside purchases 6,925.15 7,751.37 


Balance — June 30, 1942 862,501.63 


Upon examination, you find that during the fiscal year the 
monthly purchases from outside concerns as reported to the 
home office were correct, that the amounts received from the 
home office were not all applied to the payment of these ac- 
counts, and that as at June 30, 1943, the total accounts pay- 
able amounted to $12,525.08. Cash on hand and in the local 
bank at June 30, 1943, was $1,916.22. A list of the collectible 
accounts receivable at June 30, 1943, verified by you (less the 
items allowed as bad debts which you find to be correct) to- 
talled $19,526.11. Salaries and wages were fully paid by the 
manager to June 30, 1943, and for the year amounted to $24,- 
908.15. The monthly rental of the store was based upon 5 
per cent of net sales, and you find that since July 1, 1942, the 
manager has paid a total of $8,555.01 to the lessor, pa3Tnent 
for any one month being made at the beginning of the month 
following. An inventory at June 30, 1943, taken under yoxu’ 
supervision and valued at selling price, was $15,226.19. The 
experience of the company relative to returns and allowances 
on merchandise sold has been that 5 per cent approximates 
very closely the loss of each branch. No equipment pur- 
chases were made by the branch from outside sources during 
the year. No depreciation is recorded except on the books of 
the home office. 

From the above facts, prepare a trial balance of the branch 
office before closing, showing thereon the shortage of the 
manager, if any, and append to the trial balance your compu- 
tations. 

PROBLEM 73 

Bank Reorganization 

Following a failure in March, 1943, The Builders State 
Bank reorganized. Capital was procured from wholly new 
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stockholders and the institution was renamed The Builders 
Bank and Trust Company. Under contract, the old bank sold 
all its assets to the new companj* which, in turn, assumed all 
the obligations of its predecessor. With the exception of fixtures 
and equipment, and United States government securities 
which were to be taken over at net book values and market, 
respectively, and certain other items which had a definite 
market value, the contract did not fix transfer values of assets. 
It was stipulated, however, that any excess realized in the 
hquidation of these imvalued assets over the amount of the 
net habihties assumed should be turned back to the old bank 
for distribution to the old stockholdei-s. The new bank was 
given unrestricted title to the assets, with unlimited power to 
dispose of them as its officers deemed best. The obhgation of 
the old bank to the new was credited with the values of fixtures. 
Federal securities, cash, and such loans and other securities 
as were considered imquestionably sound. As the market 
values of other assets rose to levels equal to their value on the 
books of the old bank, the new bank took them up and credited 
the obligation of the old bank with the current market plus 
accrued interest to the date of the book transfer. From the 
date of reorganization to July 31, aU income received from 
seciuities which had not been so transferred to the books of 
the new bank was credited to the obligation of the old bank 
and treated as income of the old organization. 

It has been pointed out that, since the terms of the contract 
gave the new bank title and possession of the assets of the old 
bank, income from such assets, regardless of whether or not 
such assets are reflected on the books of the new organization, 
shoifld be shown as taxable income of the new bank. The 
officer's defend their procedure by stating that the bank ex- 
aminer refused to let them take certain assets on their books 
and they had deferred the time of transferring others imtil 
market values rose to a point where a minimum loss would 
be incmred by the old bank. Which position would you de- 
fend? Whv? 

PROBLEM 74 
Atplicatiox of Fx*XD5 

From the accompamang comparative balance sheet, pre- 
pare a statement of application of funds for the 3 *ear ending 
July 31, 1943; 
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ARTHUR CORPORATION 
Comparative Balance Sheets 
Fiscal Years Ending Julj* 31, 1942 and 1943 


July 31 


Assets 

1942 

1943 

Cash on hand and in banks 

$ 63.429.48 

$ 32,699.40 

Notes receivable 

10,300.00 

12,460.00 

Trade accounts receivable 

Inventories — 

314,098.67 

318,270.48 

Raw material 

43.290.74 

23.980.67 

Work in process 

15,840.62 

9.479.82 

Finished goods 

75.390.84 

46.249.29 

Prepaid expenses 

9,240.00 

6,480.00 

Treasurv stock — 2-50 shares, at cost 


38,200.00 

Land 

120.000.00 

120,000.00 

Buildiacs 

847.000.00 

630,000.00 

Reserve for depreciation 

496.240.84* 

38.5,690.74* 

Machinerv and equipment 

430,290.00 

410,380.72 

2S4,9i3M* 

Reserve for depreciation 

298,460.70* 


-‘^1 13-t 17S.S1 

6977,566.03 

Liabilities and Net Worth 


Accounts parable 

S 196.340.82 

$273,560.90 

Notes parable 

52.500.00 

46,000.00 

Accrued expense 

4,390.00 

8.946.70 

Notes receivable discounted 

10,300.00 

Loans from ofncer 


20,000.00 

6% First mortsasre bonds 

Capital stock— 4.000 shares. .$100.00 par, 

150,000.00 

100,000.00 

authorized 

350,000.00 

380,000.00 

Capital surplus 

409.050.10 

274,100.20 

Earned surplus 

28.102.11* 

135.341.77* 

Total 

$1,134,178.81 

$977,566.03 


*Red. 


The follo'wmg points are to be considered: 

( 1 ) The building account was shown at appraised values on 
July 31, 1942, but was written down on August 1, 1942, to its 
original cost, on which 5 per cent depreciation was taken dur- 
ing the 3 *ear ending Julj' 31, 1943. 

(2) ^lachinerj' costing 368.390.00, on which depreciation 
of 854,555.16 had been accumulated, was sold for 85,500.00. 

(3) ^Mortgage holders received 820,000.00 plus accrued in- 
terest in cash and 830,000.00 in capital stock for bonds ma- 
turing during the fiscal 3 'ear ending Julj* 31, 1943. 

(4) The onlj' other change in capital surplus arose from a 
loss from a merchandise speculation which was charged thereto. 
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(5) The ‘‘loans from officer*' represents the undra'wn salary* of 
the president for the past year. 

PROBLEM 75 

GoOD-WmL FROM CoxsoniDATiox 

You are called upon to compute goodwill arising from the 
consohdation of the balance sheets of 3 companies and the 
consohdated net profit or loss for the calendar year 1946. 

Companies Y, 0, and P are affihated in the following man- 
ner: 

(a) P purchased a 70 per cent mtercst in 0 on January' 1, 

1945, at a cost of $1,000,000.00. 

(b) Y pm'chased a 10 per cent interest iu 0 on January' 1, 

1946, at a cost of $150,000.00. 

(g) Y pmchased an SO per cent interest in P on the same 
date at a cost of $1,400,000.00. 

The. net worths of the three coiporations follow: 

Particiilarg Y .2 P 

Capital stock S3.300.000.00 $1,000,000.00 $1,500,000.00 

Paid-in stirplus 200,000.00 

Ecsor\*e for contingencies created 
in 1039. less losses of $50,000.00 

charged thereto in 1945 250,000.00 

Earned surplus — 

Ralance, Januarc 1. 1945 500.000.00 100.000.00* 400.000.00 

Xet profit— 1945. . 100.000.00 50.000.00* 100.000.00* 

Net profit— 1946 300.000.00 150.000.00* 70,000.00* 

Totals— December 31, 1946... $4.400.000.00 $ 950.000.00 $1.730.000.00 

*Red. 

No di^'idends have been paid diu-iug the periods appearing 
in the above analysis. 

0 Company has purchased merchandise for resale from Y 
and P Companies for many years. At the various dates, the 
intercompany profits involved in O's inventories were: 

Purchased from 

D.ate X _P 

Jan. 1. 1945 $10,000.00 $ 5.000.00 

Dec. 31. 1945 20,000.00 10.000.00 

Dec. 31. 1946 9.000.00 ll.OGO.OO 
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PROBLEM 76 

Computation of Bond Discount 


The Apex Mills floated a bond issue of $25,000.00 on Janu- 
ary 1, 1941. The provisions of the trust agreement state that 
$5,000.00 is to be retired annually, beginning one year from the 
date of issue, on the interest date, January 1. The bond dis- 
count and expense of the issue, $1,960.87, is to be amortized 
over the 5-year period on the calendar-year, bonds outstand- 
ing basis. 

On June 30, 1943, bonds totaling $3,800.00 were purchased 
by the company at par plus accrued interest, with maturity 
dates as follows: 


Date Due 

Amount 

Jan. 1, 1944 

$1,500.00 

Jan. 1, 1946 

300.00 

Jan. 1, 1945 

2,000.00 


$3,800.00 


Of the bonds repurchased, those having the due date of 
January 1, 1945, were resold September 1, 1943, at 80. 

Compute the discount and expense chargeable to the cal- 
endar year 1943. 


PROBLEM 77 

Partnekship Liquidation 

A partnership comprised of A, B, and C has decided to 
liquidate its business because of declining profits. The part- 
ners ask you to prepare a balance sheet of the partnership at 
December 31, 1946, and to devise a schedule showing the 
proper distribution of the available cash to creditors and part- 
ners. The following facts are made available to you: 

The partnership agreement calls for the distribution of 


profits as follows: 

A 20 % 

B 40% 

C 40% 


A, as manager, is entitled to an annual salary of $10,000.00 
plus 20 per cent of the profits before interest allowances but 
after the salary deduction. The bonus has not yet been given 
expression to on the books. Interest at the rate of 6 per cent 
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per annum is to be allowed on average invested capital during 
the 3 ’’eai’ 1946, mthout regal'd, however, to the current j^eai-’s 
profits or losses. None of the pai'tners has private resources 
that maj'- be dravui on in the event of a deficiency. 

A trial balance of the company’s books at December 31, 
1946, was as follows; 


Trial Balance 
December 31, 1946 


Dr. 

Cash S 325,000.00 

Accounts receivable (considered collectible) 175,000.00 

Inventory — December 31, 1946 55,000.00 

Land and building (less resei-ve) 425,000.00 

h'lacliinery and equipment (less reserv^e) . . 150,000.00 


Accounts paj’able 

6% mortgage on land and building, ma- 
turing August 1, 1947 (interest paid to 

Januarj'^ 1, 1947) 

A — Salarj’- account 

B — ^Loan (interest paid in fuU to Januarr' 

1, 1947) 

B — ^IVithdrawals 10,000.00 

C — ^y'ithdi'awals 35,000.00 

A — Capital 

B — Capital 

C — Capital 

Sales 

Cost of sales 1,250,000.00 

Partner’s salary 10,000.00 

Other expenses 190,000.00 


Cr. 


S 30,000.00 


100,000.00 

5,000.00 

20 , 000.00 


270.000. 00 

375.000. 00 

325.000. 00 
1,500,000.00 


$2,625.000.00 $2,625,000.00 


The partners accepted the plan of distribution presented bj’’ 
you, and, on January 10, 1947, made the distribution called 
for by yoiu’ statement. A was appointed to take charge of 
liquidating the business at an annual salarj’- of 86,000.00. You 
are requested to make up distribution statements for each 3 
months until the business is liquidated, so that the receipts 
may be disbursed promptly. 

The liquidation of the business bj' A resulted in the follow- 
ing cash collections for two 3-month periods: 

On accounts receivable — 


.Tanunry 1-March 31 $50,000.00 

April Inline 30 50,000.00 


h'lachinery and equipment sold, at book value — 
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January 1-March 31 $35,000.00 

April 1-June 30 25,000.00 


On March 1, 1947, B offers to purchase the land and build- 
ing at a valuation of $350,000.00, and to assume the mortgage 
and the interest payments thereon. A and C immediately 
accept the offer. Because of the probability of a deficit in B’s 
remainder interest, B on the same date gave to the partner- 
ship a $30,000.00 second mortgage on the land and building 
in complete and final settlement of his account. 

On March 20, 1947, as a separate transaction, A agreed with 
C to accept the junior mortgage as a distribution to his ac- 
count at a discount of 20 per cent. 

The entire inventory was sold for cash on March 25, 1947, 
at book value. 

From the above information, prepare the statements asked 
for by the partners giving effect to the above transactions and 
to the quarterly distributions. The final distribution was 
made on June 30, 1947, the assets remaining unliquidated at 
that time having no value. 

PROBLEM 78 

Statement of Cost op Sales 

You are asked to prepare a schedule of the cost of sales of a 
certain company and the finished-product valuation at the end 
of an operating period. The details follow: 

B.P.M. Chemical Corporation manufactures two products 
knovm as X and Y from raw materials S, T, and U. To pro- 
duce 2 units (by weight) of X, one unit of S and 2 units of T 
are required; to produce 8 units of Y, 3 units of S, 6 of T, and 
1 of f7 are necessary. The single by-product in each case is a 
different compound to which the component raw materials 
contribute proportionately. Ten per cent by weight each of 
materials /S and T escapes in the form of a nonutilizable gas in 
a heating operation before entering each of the two processes, 
and the component weight units indicated above do not include 
the weight of this gas. 

Inventories and purchases of raw materials and finished 
products by weight in tons follow. There is no work in process 
at the end of a fiscal year. 
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Material 

Inventories at June 30 

Purchases 

or 



During 

Product 

1945 

1946 

Year 

S 

3.000 

2.500 

21,500 

T 

4.000 

15,000 

55,000 

U 

2.400 

1.000 

2,500 

X 

2.000 

1.000 


Y 

1.000 

10.000 



Eaw-material market prices for material jS at Jime 30, 1945, 
w’liicli approximated actual cost, averaged §35 a ton; pur- 
chases dm'ing the year- vere made at 840 a ton. The average 
market price at June 30, 1946, vras 832 a ton. hlaterials T 
and U have had a fixed market (and pirrchase) price for the 
last two years: 8150 and 860, respectively. At June 30, 1945, 
these market prices were the basis of the inventory’' valuation. 
The raw material at the beginning of the fiscal j'ear ma 5 ' be 
considered as having entei'ed into the production of product X, 
since no rims were made for product Y imtil after Januar}' 1, 
1946. 

Product X was valued in the inventory of June 30, 1945, at 
cost, which was then lower than market, of 8208 per ton. 
Product Y at that time had a market price of §150 per ton, 
wliich was lower than cost. For the pinpose of computing 
the balance-sheet value of the inventory of both finished 
products at June 30, 1946, you have been instructed to adopt 
the basis of cost of production, which you find approximates 
the quoted prices of the two products. 

hlanufactming costs apphcable to the two products were: 


Product 


Item X JT 

Labor $400,000.00 $372,000.00 

Factorj’ o'V’erhead 290,000.00 238,000.00 


All the bj’-products produced durmg the year were sold, as 
follows: bA'-product from X, 89,000.00; by-product from Y, 
810,000.00. 

"Wliat efi'ect would be had on the June 30, 1946 inventories of 
products X and Y if you had regarded the 88 decline in the 
mai-ket value of material S as an addition to production costs 
of both products? 
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CoNSOIilDATED BALANCE ShEET 

Mono Arts, Inc., is a manufactm-ing company which I 
controlled or owned from their inception two subsidiary co: 
panics known as Duo Arts, Inc., and Trio Arts, Inc. You £ 
asked to prepare a consolidated balance sheet (supported bj 
work sheet) of the three companies showing therein the cc 
solidated net profit for the year. 

The respective balance sheets of the three companies 
December 51, 1945, were: 



Mono 

Duo 

Trio 

Assets 

Arts, Inc. 

Arts, Inc. 

Arts, Inc 

Cash 

S 38,365.81 

$ 5,440.51 

$ 103,859.: 

Customers, net 

Inventories, at cost wliicli is lower 

385,772.46 

95,980.01 

163,343.' 

than market 

Investments — 

842,443.43 


656,658.( 

Duo Arts, Inc., 10,000 shares 

Trio Arts, Inc., 25,000 shares. . . . 

418,172.97 

1,250,000.00 



Plant, net 

391,983.75 

768,453.5 

Total 

$2,934,754.67 

$493,404.27 

$1,692,314..1 

Liabilities 




Vouchers payable 

Capital stock, 120,000 no-par shares 
authorized and outstanding 

$ 186,441.25 


$ 275,945.8 

2,332,105.10 

$400,000.00 

1,500,000.0 

Capital stock, 10,000 shares 

Capital stock, 30,000 shares 

Paid-in surplus, from sales of do- 
nated stock 

Earned surplus — 



300,000.0 

Balance January 1, 1945 

354,363.04 

90,864.87 

335,468.9 

Net profit for 1945 

61,845.28 

2,539.40 

48,162.3 

Total 

$2,934,754.67 

$493,404.27 

$1,692,314.4 


*Red. 

At January 1, 1945, Mono Arts, Inc., owned 8,000 shan 
of Duo Arts, Inc., which it had acquired at the origin of tl 
company at a cost of $320,000.00. During 1945, it pm’chase 
at book value, as of January 1, 1945, the remaining 2,0C 
shares from the estate of a deceased officer, in accordance wit 
the terms of a certain contract. As at December 31, 194. 
Mono Arts, Inc., had entered into an agreement with a ne 
executive of Duo Arts, Inc., for the sale of 1,000 shares (( 
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the 2.000 shares acquired diirmg the year) of the latter's capi- 
tal stock at par in exchange for the executive's 6-month note, 
althongh the entry covering the transaction has not yet been 
spread on the records. 

The plant (land, buildings, and equipment) ovmed by Tiio 
Ai'ts, Inc., vras acqimed on January 1, 1942, from hlono Arts, 
Inc., on the basis of a v'hoUy arbitrary valuation for both as- 
sets and reserve for depreciation peidaining thei'eto equal ex- 
actly to 50 pel* cent more than the actual cost of the assets and 
the accumulated resen*e on the books of hlono Ai*ts, Inc.; on 
the books of the latter company, the vrite-up vas credited to 
earned surplus. Since that date, the transactions affecting 
plant, including depreciation wliich has been computed on the 
basis of pei'centage rates believed to be fan*, have been as fol- 
lows: 


Pjvrticul.nrs 

L.*md, Build- 
ings, and 
Equipment 

Reserve for 
Depreciation 

J.'iivuan- 1, 1942 A*alue 

Depredation, 1942 

Depredation. 19-io 

Retirements in 1943. sold for $10,500.00. . 

$1,353,814.41 

$357,618.15 

73,497.81* 

37,439.82 

42,647.13 

28.329.?2* 

Depreciation, 1944 

Depreciation, 1945 

Retirements in 1945, sold for $2,400.00. . . 

23,468.88* 

44,935 .‘23 
43,561.44 
9,477.57* 

Totals 

$1,256,847.72 

$488,394.48 


* Ked. 


On the books of Duo Arts, Inc., land, buildings, and equip- 
ment appear at cost of 8553,465.82 less accrued depreciation of 
8161,482.07. 

The inventory cost of Trio Ai*ts, Inc., contained deprecia- 
tion winch had been included in cost of production, amounting 
at the beginning and the end of the year to 83,425.40 and 
85,869.35, respectively. These same inventories contained 
items of 847,348.29 and 830,854.78, respectively, representing 
purchases from jNIono Arts, Inc., winch had been biUed to 
Ti'io A'ts, Inc., at cost plus 10 per cent, which approximated 
market. 

The customeis’ receivables and the vouchcis payable shown 
above include (a) a loan of Trio Arts, Inc., made during the 
year to hlono Arts, Inc., of 8100,000.00 and (b) accrued m- 
terest thereon of 83,437.19. 
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There have been no changes in the issued capital-stock ac- 
counts since the incorporation of the three companies. 


PROBLEM 80 

Analysis of Accounts for Shortage 

The bookkeeper-cashier of Borgia Industries, Inc., ab- 
sconded, on the evening of March 28, 1944, apparently with a 
large portion of the company’s cash, and has taken with him 
certain accounting records, including the cashbook and the 
general ledger. You are called upon to ascertain, if possible, 
the shortage with which the missing employee may be charged. 
The shortage may be recoverable through insurance. 

From available subsidiary journals and ledgers and other 
data, you obtain the following information: 


Balances at close of business, March 28, 1944 — 

Customers’ accounts $ 46,755.50 

Merchandise creditors 20,730.27 

Other debtors or creditors None 

Cash in bank, less checks outstanding 9,883.43 

Transactions January 1-March 28, 1944 — 

Sales, per receivables’ clerk 587,617.48 

Cash sales None 

Sales allowances in customers’ accounts 1,833.63 

Cash purchase of furniture, per invoice 300.00 

Depreciation provision — ^3 months 190.16 

Merchandise purchase record total 361,526.42 

Expenses paid, supported by vouchers and payrolls . . 186,583.68 

Cash dividend declared, $5,000.00, of which $1,000.00 

remains unpaid 4,000.00 

Changes in capital stock None 


Cash credits to customers’ accounts during January, Febru- 
ary, and March amounted to $4,383.42 more than the total 
deposits reported on the bank statements for those months. 

A balance sheet prepared from the books at December 31, 
1943, and discovered in the files, follows: 


Assets 


Cash $ 3,267.49 

Customers 22,623.45 

Fixtures (cost) 7,456.26 

Inventory (cost) 44,035.78 


Liabilities 

Merchandise creditors $11,472.61 


Reserve for depreciation.. 3,180.42 

Capital stock 50,000.00 

Earned surplus 12,729.95 


Total assets, 


$77,382.98 


Total liabilities $77,382.98 
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A check for ST,o00.00 had been cashed by the bookkeeper 
shortly before his departm-e. Although the signatures on the 
check had been ob^^ously forged, it was paid by the bank and 
retinned with other canceled checks. 

In addition to obtaining the amount of the possible short- 
age, yon are asked to prepare a balance sheet and operating 
statement for the period ending }^Iarch 2S. 1914. The mer- 
chandise inventory at that date has been estimated as hating 
a cost of §38,871.04, which is less than market. 

PROBLEM 81 

Application of Pcnds 

From the information appearing heremnnder. prepare (a) 
a working balance sheet of the Beilfiiss Corporation at De- 
cember 31; 1944, and (b) a statement of application of fimds 
for the year 1945. 

The balance sheet of the Beilfiiss Corporation appeared as 
follows at December 31, 1945: 

Current assets — 

Cnsb in banks and on band 
Due from customens — 

Xotes 

Accoums 

Total receivables S3o5.61S.59 

Less — 

Xotes receivable dis- 

cotmted S57,312,66 

Reserve fox bad debts 44.SS6.57 101.699.23 253.919.36 

Im-entory of materials, -work in pro- 
gress and finished product 

Deferred charges and prepaid expenses — 

Vnamortired bond discount and ex- 

ixuise 

Other deferred charges and prepaid 
expenses 

Land, buildmgs, machinery', etc 

Less — Reserve for depreciation 

Total assets 


91,46S.S3 §365,255.43 

§ 3,274.45 

7,112.92 10.3S7.S7 

§732.456.77 

29S.466.71 4S3.990.CV6 

§559.632. S6 


Assets 

§ 19,567224 

... §115.576.43 
. . . 239.742.16 
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Liabilities and Net Worth 


Current liabilities — 

Bank loans 

Accounts payable. 
Accrued liabilities, 


$ 95,000.00 
45,687.53 

22,347.41 $163,034.94 


6% First mortgage bonds 150,000.00 

Net worth — 

Preferred stock: authorized and issued, 

2,000 shares of $100 par value $200,000.00 

Common stock: authorized and out- 
standing, 2,500 shares of $100 par 

value 250,000.00 $450,000.00 


Earned surplus — 

Balance January 1, 

1945 $45,444.87 

Net profit for year 
ended December 31, 

1945 94,403.05 $139,847.92 


Less — Dividends on preferred and 
common stocks 23,250.00 116,597.92 


Less — Cost of 250 shares of reacquired 
preferred stock held in treasury 


$566,597.92 
20,000.00 546,597.92 


Total liabilities and net worth. 


$859,632.86 


Following are the items appearing in the statement of 
profit and loss for 1945: 


Account Debit Credit 


Net sales $1,740,346.21 

Inventory January 1, 1945 $ 35,115.27 

Purchases 632,266.75 

Inventory December 31, 1945 54,619.83 

Direct labor 309,616.37 

Factory depreciation 63,045.25 

Other factory overhead 114,669.52 

Decrease in inventories of work in process and fin- 
ished stock 3,416.87 

Depreciation on salesmen’s automobiles 2,319.24 

Other selling expense 315,685.83 

Administrative salaries 109,193.40 

Depreciation of office fixtures 5,167.42 

Bad debts 41,648.36 

Other administrative expenses 68,372.48 

Miscellaneous income (net) 1,842.69 

Discounts received 5,440.05 

Profit on sale of reacquired bonds 1,500.00 
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539,59 

S,61S.S7 

94.403.05 


Profit on sale of fixed assets 
Bond discount, and axpense. 

Discoimts allovred 

Net profit 


1(0 

S2S.99 


Tlie cash books for the j’^ear ended December 31, 1945, were 
smnmarized as follows: 


Cash receipts — 

Collections on — 

Accounts receivable $1,053,920.16 

Notes recei-cable 494,947.99 $1,54S,S6S.15 


Proceeds, representing face ^'al^e, of discounted 


notes receh-able 474.396.20 

Bank lo.ans 395,000.00 

Cask s.ales 41,310.26 

Sale of common stock, at par 50,000.00 

Sale of $15,000.00 of reacquired bonds 13,500.00 

Bad-debt reco^mries 1,215.04 

S.ale of maebinerj- and equipment, of a gross book 

-ralue of $11,133.90 2,950.00 

intesrest collections 6,673.47 


$2,533,913.12 

Less — Discoimts alloved to customers 6,219.07 


$2,527,694.05 


Cash disbursements — 

Pajnnent of all following liabilities 
at J.anuars* 1, 1945 — 

Accounts payable $10,348.17 

Accrued liabilities 18,631.46 $ 28,979.63 


PajTucnts to banks on notes receiimble dis- 


counted 521,610.94 

RepnjTnents on bank loans 300,000.00 

Land, buildings, machineia', etc , 133,705.24 

Bonds reacquired at SO 12.000.00 

Dhddends 23.250.00 

hlateri.als, vrages, .and other expenses , 1,512,364.94 


$2,531,910.75 


Less — ^Discounts rccch'ed 5,440.05 2,526,470.70 

Increase in cash in b.anks and on hand $ 1,223.35 


In addition to cash collections on customers’ accounts re- 
ceivable, a further liquidation in the accounts receivable of 
$521,525.23 was represented by (a) the receipt of notes re- 
ceivable, after deducting allowable discounts of S2.399.30, and 
(b) acquisition at SO of $25,000.00 of treasury preferred stock. 
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Dividerids payable Jantiaiy 2 . 19i7: 

Preferred stock S 404,625.00 

Common stock (payable in. commoa stock) 9j504.25 414,129.25 


Ten-year 6% gold debentures due January 1, 

19.54 25,000,000.00 

Capital stock and surplus: 

$3.00 cumulatire-prefeiTed stock nritbout par 
value; entitled in liquidation to $-50.00 per 
share: callable at $-55 .00 per share — 

Authorized 750,000 shar^ 

Issued and outstanding 539,-500 shares at 

paid-in value $26,975,000.00 

Common stock vrithout par value — 

Authorized 2.-500.000 shares 

Issued and outstanding 1,520,7.54J.^ shares 

at stated value of $5.00 per share 7,603,771.25 

Paid-in surnlus 7,265.750.00 

Earned surplus 499'420.75 42,343,942.00 


SSS,-5SS,//1.25 

ACME nTVESTMENT COMPAlfT 
Summary of Surplus Accounts for the Period from January 1, 1944, to 

December 31, 1946 
Paid-in Surplus 

Consideration received for common stock in excess 
of $5.00 per share allocated to surplus by direc- 
tors — ^January 4, 1944 $7,500,000.00 

Surplus arising from reduction of preferred capital: 

Paid-in value of 60,500 shares retired — 

July 15, 1946 -$-3, 025, 000.00 

Cost of stock retired 2,450,000.00 575,000.00 


$8,075,000.00 

L«s — 1946 dividends: 

Cash dividends on preferred stock for 6 months 
ended December 31, 1946, per resolutions of 

directors 809,250.00 


Balance — ^December 31, 1946 . 


$7,265,750.00 


Particulars 


Earned Surplus 
1944 


1945 


1946 


Net income $2,212,69625 $1,935,000.00 S 965,000.00 

Deduct — dividends paid; 

Preferred stock (paid in cash)... $1,800,000.00 $1,800,000.00 S 900,000.00 
Common stock (paid in common 

stock at -85.00 per share) 37,570.50 37,758.50 37,946.50 

Total dividends $1,837,570.50 $1,837,758.50 S 937,946.50 

Net change in surplus $ 375,125.75 $ 97,241.50 $ 27,053.50 
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Surplus— beg i nning of ^-ear o75,12o.75 472,S67-2o 


Surplus — end ot ^i-ear g 37o.12o.75 $ 472,367.2o $ 499.420,75 

Summary of Income Accounts 


Particulars 

1944 

1945 

1946 

Income: 




Cash dividends and interest re- 

ceived 

Stock dividends taken up at 

g2,035j69o.25 

g2, 143,000.00 

■ gl, 954, 000.00 

market value at date of re- 

ceipt 

l.oSO.000.00 

1.420,000.00 

1,200.000.00 

Entire proceeds from sale of 

stock riuhts 

620.000.00 

600,000.00 

550.000-00 

Gross profits on sales of secur- 

ities 

22.000.00 

20.000.00 

50.000.00* 

Profits on s^•ndicate3 closed 

120.000.00 

247,000.00 

104,0(X).00* 

Total income 

g4.o77.696.25 

g4.430.000.00 

g3.550, 000.00 

General expenses 

240,000.00 

235,000,00 

200.000.00 

Net income available for 

interest charces 

g4,137, 696^25 

g4. 195.000.00 

g3, 350.000.00 

Interest jxaid: 




6Sc cold debentures 

gl.475,000.00 

gl.500.000.00 

gl.500.000.00 

Bank loans and miscellaneous. . . 

4o0,(X)0.00 

760.000.00 

gS5.000.00 

Total interest p,aid 

gl, 925.000.00 

g2.260.000.00 

g2, 355,000.00 


Net income g2.212.69D.2o gl.935.0QO.OO g 955.CKXI.00 

PROBLEM 83 
DrsTRismox or Pbofits 

ii j B, and C possess the Trorking interest, or seven-eighths of 
the total interest, in a mining venture., a royaln* of one-eighth 
of the gross proceeds going to D. the owner of the property. 
Fi'om the working interest must be paid an overriding royalty 
to E of three-sixteenths of the gross proceeds belonging to the 
working interest. The net monthly proceeds from the sale 
of ore, after deducting royalties and expenses, are to be dis- 
tributed to the owners of the working inrerest. 

J-'s share is to consist of; 

1/16 of the working interest (a) before deducting the over- 
riding royalty to E, and (b) before deducting expenses: plus 

1/7 of the working interest (a) after deducting the over- 
riding royalty to E, and (b) after deducting expenses not in 
excess of S7.600.00. 
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B and C are to share equallj'^ any net proceeds remaining. 

You are informed that monthly expenses will always exceed 
$7,000.00. For January, sales of ore (gross proceeds) were 
$18,688.00, while expenses were $7,427.56. 

You are required to compute the distribution for January 
and to defuse fractions or formulas that may be apphed to the 
gross proceeds in succeeding months for the purpose of de- 
termining the division between the various parties at interest. 



PROBLEM 84 

Computation of Interest Rate 


A purchase of machinery amounting to $27,900.00 is being 
contemplated by Monak Manufacturing Compan 3 ^ You have 
been asked to compute the cost to the purchaser, in terms of 
the average rate of simple interest, of financing the purchase 
on the installment plan, under the terms of wliich one-tlihd 
is to be paid down in cash and the balance is to be paid in 12 
equal monthly installments, begimiing 1 month from the date 
of sale; to each installment is to be added (a) interest at 6 per 
cent per annum on the installment of principal paid, and (b) 
10 per cent of the principal paid as a finance charge. 


PROBLEM 86 

Inventory Valuation 

XYZ Company manufactm'es a mechanical deduce consist- 
ing of stamped metal parts, parts finished on automatic ma- 
chines, and parts purchased from outside vendors. The tluee 
classes of parts are brought together in an assembl}’’ depart- 
ment. 

You have been called upon by the company’' to compute the 
inventory valuations. After beginning ^mur work, you learn 
that the company sold quantities of certain parts to a manu- 
facturer of a noncompetitive macliine. The quantities sold 
were on a flat contract basis of $80,000.00 for the lot. iUl 
parts sold on contract had been delivered at the date of ^mur 
examination. 

You are asked to prepare a cost-of-sales statement in suffi- 
cient detail to enable the officials of the coinpan 3 '' to \'isualize 
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the cost, reductions effected by making further contracts for 
parts sales. 

No mventories -were on hand at the beginning of the year. 
Sunmiaries of departmental overhead, and production and 
cost data follow: 


Departmental Overhead for Year: 


Pimch-press department $114,400.00 

Automatic department 1S3, 600.00 

Assembly department 110,000.00 


Total overhead $405,000.00 


Production Data: 




Punch-Press Department 


Part. 



To 

Endins: 

Number in 

Number 

Produced 

Sold 

Assembly 

Inventory 

Each Machine 

1 

160,000 

20.000 

80,000 

60,000 

1 

o 

140.000 

40.000 

80.000 

20.000 

1 

o 

O 

120.000 

30,000 

80,000 

10.000 

1 

4 

150.000 

30.000 

80.000 

40.000 

1 

5 

100.000 

30.000 

80,000 

80.000 

1 



Automatic Department 



6 

300,000 


240.000 

60.000 

3 

7 

520.000 

200,000 

240,000 

80.000 

3 

s. . .. 

300.000 

240.000 

60.000 

r» 

O 

0 

600,000 

100.000 

480.000 

20,000 

6 

10 

520.000 

200,000 

240.000 

80.000 

3 

Cost D.ata: 






Part Number 


Labor Cost Each 

material Cost Each 


1 


.... $.05 


$.10 


o 


04 


.10 


o 


.... .04 


.08 


4 


03 


.05 


5 


03 


.03 


6 


05 


.05 




06 


.05 


s 


04 


.04 


9 


.03 


.as 


10 


03 


.as 


Ninety thousand sets of purchased parts cost 85.50 a set. one 
set being necessary to produce a single macliine. 

Parts were delivered from the punch-press and automatic 
departments to the assembly room, where assembly work be- 
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gan immediately. The assembly room completed the assem- 
bly of 60,000 machines at an average assembly labor cost of 
$1.60 each, and spent an average of $.70 labor each on 20,000 
partially finished machines. Fifty thousand machines were 
dehvered to customers. It is assumed that no loss was incurred 
from the spoilage or loss of parts. 

You find that the foregoing data is the only dependable data 
available for your use and that within each department over- 
head may best be prorated on the basis of direct labor cost. 

PROBLEM 86 

Bumo-up OF Accounts 

From the information following, prepare as at December 
31, 1946, a working trial balance, statement of profit and loss, 
and balance sheet of the Mortgage Corporation. 

On Januarj’’ 1, 1946, the Mortgage Corporation was estab- 
lished under the laws of the State of New York with an au- 
thorized and paid-in capital of $50,000.00, consisting of 10,000 
shares of no-par value. On the same date, it entered into an 
agreement with the Realty Corporation, a New York corpora- 
tion engaged in the developing of a suburban tract of land, 
whereby purchase-money mortgages acquired by the Realty 
Corporation were to be sold to the Mortgage Corporation in 
exchange for cash equal to (a) 75 per cent of the face value of 
the mortgages, plus (b) accrued interest. The contracts, which 
matured within 3 or 4 years, were guaranteed both as to prin- 
cipal and interest by the Realty Corporation. 

The Mortgage Corporation on January 2, 1946, laid plans 
for an issue of 6 per cent collateral-trust bonds in the amount 
of $400,000.00 vdth the Fhst Trust Company, as trustee, 
maturing as follows: $150,000.00 on December 31, 1946; $150,- 
000.00 on December 31, 1947; $100,000.00 on December 31, 
1948; interest payable June 30 and December 31. As the 
mortgages were received from the Realty Corporation, they 
were to be deposited with the trustee, who would thereupon 
issue to the Mortgage Corporation bonds not in excess of 80 
per cent of the aggregate unpaid principal of the mortgages. 
The bond indenture provided that principal and interest col- 
lected on the mortgages were to be turned over to the trustee 
who would create separate funds therefor and pay therefrom 



PROBLEjM S6 


181 


the principal and interest, respectively, of the bonds. Ar- 
rangements were made with bankers to dispose of the bonds, 
as issued, to net the jNIortgage Corporation 90 plus accrued 
interest; interest accrued at the date of issue was to be paid 
into the interest fund bj* the trustee and deducted from the 
proceeds paid to the IMortgage Corporation. 

On the following dates the Realty Corporation dehvered to 
the j\Iortgage Corporation, which in turn reassigned and de- 
hvered over to the trustee, the following mortgages: 


Interest Bonds 

Aggregate Accrued on Delivered 

Date Mortgages Mortgages by Trustee 


January 2 $120,000.00 $4So.49 $96,000.00 

Februarv- 1 90.000.00 112.S2 72^000.00 

March 1 115.000.00 301.00 92,000.00 

April 1 lOoioOO.OO 231. S6 S4.000.00 


On iMay 1, the Realty* Corporation tendered to the iSIort- 
gage Corporation mortgages aggregating 825,000.00 with in- 
terest accrued of $106.40, but on this date the trustee reported 
that mortgages in its possession in the principal amount of 
$17,500.00 with accrued interest of $418.19 were in default. 
The Realty' Corporation agreed, therefore, to take back from 
the tomstee these delinquent mortgages, pay the accrued in- 
terest, and in place dehver other mortgages, the net result of 
this transaction being the acquisition of $7,500.00 in addi- 
tional mortgages by the trustee. The ^Mortgage Corporation 
paid the trustee the $418.19 in accrued interest, and in turn 
deducted this amount from the payment due to the Realty' 
Corporation. The trustee delivered $6,000.00 in bonds, which 
were discounted in the usual manner. 

On Jime 1, the Realty Corporation tendered the ^Mortgage 
Corporation mortgages aggregating $68,500.00 plus accrued 
interest of $468.88, but an examination of the details revealed 
that installments of principal and interest on some of the 
mortgages were unpaid. The arrears amounted to $13,750.00 
in principal and $326.75 in interest. In order to complete 
the transaction, however, it was mutually agreed that these 
mortgages should be purchased for a face amoimt of $54,- 
750.00 plus the interest not in default: and when, collections 
by the trustee amounted to such face amoimt, the re mainin g 
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balance would be returned to the Realty Corporation. At the 
consununation of this transaction, the trustee delivered to the 
Mortgage Corporation bonds amounting to $44,000.00. 

On June 30, the Mortgage Corporation paid to the trustee 
S657.38 to cover a deficit existing in the interest fund, thereby 
enabling the trustee to pay the semiannual interest out of 
this fund. 

On June 30, after the payment of interest, the Mortgage 
Corporation paid the trustee $6,000.00 and received the re- 
maiaing bonds (due December 31, 1948) held by the trustee. 

On September 2, the Mortgage Corporation borrowed from 
the First Trust Company $10,000.00 on its 4 months' note 
and pledged thereon the $6,000.00 in bonds. The proceeds 
amounted to $9,800.00. 

On December 31, the Mortgage Corporation paid $218.81 to 
the trustee, the amoimt necessary to enable the trustee to re- 
tire the bonds maturing on that date. 

At the end of the year, the trustee reported the following 
credits to the fund accounts: 



Principal 


Amortization 

Interest 

Particulars 

Fund 

Fund 

Collections from mortgagors during the year. . 
Deduction for interest accrued on bonds deliv- 

$141,249.65 

$19,936.19 

ered — 



February 1 


360.00 

March 1 


920.00 

April 1 


1,260.00 

May 1 


120.00 

June 1 


1,100.00 

June 30 (bonds undelivered) 


180.00 

Received from hlortgage Corporation on 



June 30, 1946 

6,000.00 

418.19 

657.38 

Interest earned on balances in fund during 
the year 

Received from Mortgage Corporation on 

2,531.54 

677.29 

December 31 to redeem bonds 

218.81 



Charges to the accounts — 

Interest due .Tune 30 

Interest due December 31 

Redemption of bonds December 31 
Balance in hands of trustee 


$150,000.00 $25,029.05 

$12,000.00 

12,000.00 

$150,000.00 

1,629.05 

$150,000.00 $25,629.05 
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The following expenses were paid in cash diwing the year: 
legal fees,. SojOOO.OO; organization expenses,. 82.000.00. to be 
^ratten off in 1946: tnistee's fees. 85.000.00; miscellaneous, 
81,500.00. In connection with issuance of bonds, expenses 
paid were 816,000.00. Directors' fees paid were 8500.00. 

On December 31, the impaid expenses were: trustee's fees, 
82,500.00: office rent. 81,000.00; accounting fee, 81,000.00; 
officem' salaries, 825,000.00. 

Interest earned on bank balances was 814S.59. Total in- 
terest acciued on mortgages at December 31 amoimted to 
83,415.28, all of which should be regarded as earned. In addi- 
tion to the defaults preffiously mentioned, mortgages in the 
principal amoimt of 811,680.00, with interest accrued of 
8315.11, being in default, foreclosme proceedings were com- 
menced by the trustee. 


PROBLEM 87 

Foreigx-exchaxge Coxversioxs 

The Federal ;Manufactm'ing Company has a wholly owned 
London subsidiaiy named the Clark ^Manufacturing Company, 
Limited, which sells certain products imported from the L’nit- 
ed States (purchased fi'om the parent). It also processes and 
sells domestic products. Freight and duty average 65 per cent 
of the cost of the imported product. 

The accompam-ing audited comparative balance sheets of 
the subsidiary at December 31, 1945 and 1946, with the in- 
come and smplus accormts for 1946, are submitted to you in 
connection with your audit of the parent company. You 
intend, of course, to consolidate the accoimts, and are now 
called upon to state the two London balance sheets and the 
income and siuplus accoimts, for the year 1946, in terms of 
F. S. dollars. 

CUIRK; MAITGFACTtJRIWG COMPANY, LIMITED 
Compsiison of Balance Sheets — December 31, 1943 and 1946 


December 31 

Assets 1945 1^6 


Current assets: 

Cash £ 5.200 £ 3,£K>0 

Customers’ accounts receivable 20.450 24,200 

Less — Reserve for bad debts 2,003'* 2,503* 
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Inventories — 

Pxrrchased in U. S. (including freight and duty) . . 8,950 11,450 


Purchased or manufactoed in England 12,200 24,805 

Prepaid expenses 1,400 1,200 

Buildings, machiner 3 ’-, and equipment 20,800 24,300 

Less — Reserve for depreciation 4,500* 6,355* 


£62,500 £81,000 


Liabilities 

Current liabilities: 

Accounts payable £ 9,620 £ 8,400 

Accrued expenses 3,200 3,000 

Reserve for income tax 8,000 10,000 

Due to parent company, payable in dollars 6,300 10,300 

Net vrorth: 

Capital stock 25,000 25,000 

Surplus 10,380 24,300 


£62,500 £81,000 


*Red. 


CLARK MARTJFACTURING COMPANY, LIMITED 
Summary of Income and Surplus Accounts, Year Ended December 31, 1946 


Income Accovmt 

Net sales £132,700 

Cost of sales: 

Goods purchased in U. S. (including freight and duty) £ 33,800 

Goods manufactured in England 52,400 

£ 86,200 

Gross profit £ 46,500 

Selling, administrative, and general expenses (including £2,255 
depreciation) 18,948 

Net profit from operations £ 27,552 

Deduct: 

Loss on exchange remittances £ 2,352 

Provision for income tax 1,000 

£ 3,352 

Net profit £ 24,200 

Surplus Account 

Balance — beginning of year £ 10,380 

Net profit 24,200 

Total £ 34,580 
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Diridends paid 10,2S0 

Balance — end of year £ 24,300 


The following siipplementarj* information is secured : 

The London company is required to carrj' all transactions 
invohdng dollars in its account-s at the old par rate of S4.8665. 
The current- account with the parent compan}^ is paj’^able in 
dollars. 

The capital-stock investment of the company' appeal's on 
the books of the parent company at a cost of 8131,395.50. 
There was a surplus of the subsidiary’ at the date of acquisi- 
tion, w’hen exchange was at par, of £2,000. Di^’idends re- 
ceived dm'ing the year by* the parent company' aggregated 
831,148.40 after deducting the 25 per cent tax of the British 
Government witliheld by^ the subsidiary'. 

Details of the intercompany’ account were as follows: 


Intercompany Accoimt (Credit Balance) U. S. S £ 

Balance — beginning of j-ear S 30,659 £ 6.300 

Purchases during j-ear 107,063 22.000 

$137,722 £'28,300 

Remittances 87,597 20, SS 

$ 50,125 £ 7,948 

Loss on e.xchange required to adjust accoimt to par . . 2,352 

Balance — end of ye.ar $ 50.125 £10.300 


The plant accoimt and reseri’e for depreciation at Decem- 
ber 31, 1945, converted at rates of exchange prevailing when 
the transactions therein took place, were as follows: 


Asset account $95,680 

Reser\-e for depreciation 20,700 


1946 plant transactions are shown in the following sched- 
ules: 

Building, yiachineiy. and Equipment 


Balance — ^beginning of j-ear £20,800 

Additions (June, 1946) 4.000 


Total £24,800 

Retirements (June, 1946) (acquired vrhen exchange 

was at par in 1939) 500 


Balance — end of year. 


£24.300 
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Reserve for Depreciation 


Balance — beginning of year £ 4,500 

Provision during year (composite rate of 10%) 2,255 

Total £ 6,755 

Retirements (at cost less £100 salvage) 400 

Balance — end of year £ 6,355 


The monthly profit-and-loss accounts were reported as fol- 
lows: 


Cost of Sales Net Profit 

from 


Month 

Net Sales 

U. S. Goods 

British 

Operations 

January 

.... £ 10,500 

£ 2,500 

£ 5,000 
5,000 

£ 2,000 

February 

11,000 

3,000 

2,200 

March 

8,400 

2,200 

4,000 

1,600 

April 

12,200 

3,500 

5,400 

2,400 

May 

10,000 

2,000 

4,200 

2,000 

June 

13,000 

4,000 

5,000 

4,500 

2,600 

July 

12,300 

3,200 

2,400 

August 

8,000 

2,000 

4,000 

• 1,450 
2,700 

September 

13,200 

4,200 

4,800 

October 

8,200 

2,100 

3,500 

1,302 

November 

11,400 

2,600 

3,600 

3,000 

December 

14,500 

2,500 

3,400 

3,900 


£132,700 

£33,800 

£52,400 

£27,552 


The following exchange quotations are ascertained from 
pubhshed records : 


Former par rate S4.8665 

Current rate at December 31, 1945 3.5540 

Current rate at December 31, 1948 5.1550 

Average monthly rates during 1946 — 

January $3.3614 

February 3.4221 

March 3.4328 

AprU 3.5793 

May 3.9324 

June 4.1356 

July 4.6499 

August 4.5026 

September 4.6647 

October 4.4683 

November 5.1497 

December 5.1159 


Note: The exchange rates appearing in this problem and the next were not the 
exchange rates actually in effect on the dates stated; they apply only to these prob- 
lems, and may be regarded as indicative of rates prevailing in more normal times. 
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PROBLEM 88 

Foreigx-exchaxge Coxtersioxs 

Blalock; Inc.; an American mannfactiuring company, has a 
sales branch which it estabhshed in England as a whoUy 
ovmed subsidiary* corporation imder the name of Blalock; Ltd. 
You have been engaged in auditing the books of the parent 
company and have agreed to accept an audit report of foreign 
accoimtants on the Enghsh subsidiary. This is the first audit 
of the parent company made by yom firm, and the companris 
ofiicials have evinced an interest in the efiect on the financial 
statements you are preparing of the wide fiuctuation during 
the year hi poimds sterling. You are required to draft con- 
sohdated working papers on which appear opening consoli- 
dated sinpluS; properly adjusted for the decline in sterling 
quotations prior to 1946. and. generally, whatever adjust- 
ments that may be necessary- in the preparation of consoh- 
dated financial statements and in the conversion of foreign 
items. Because of prior exchange losses, you hay'e agreed 
that any 1946 income arising from the conversion of poimds 
sterling will be included in the statement of profit and loss 
for 1946 as an extraordinary* item "below the line.’’ 

Following is a summaiy of your adjusted trial balances of 
the parent company at the beginning and end of the year 
under audit: 


Accoimis. Grv>’.ip?d 

Dee. 31 . lfU .5 

Dec. 31, 1946 

CiiSll 

s 47.Si;3.01 

S 5:32.534217 


SS2.d7ii.S9 

776.575.33 

Mexcliamiis? inwiitor\'. at cost 

2.152.446.14 

2.144.S16.46 

Fixed assets 

I. 047 . 502..59 

1.547.592.59 

Orisrii'-ai investment in BlsJeck. Ltd 

4S6.CK>D.OO 

455.000.00 

Cnrrenr account — Bialock. Ltd 

1.039.200.00 

194.400.00 

Cost oi sales 

o.lOo.SOO.OO 

o..744.0C)0.00 

Sellit’st and administrative service 



cliaree to foreiim branch'- 

1,6-59.005.57 

1.724.359.35 

Loss on exchansra 

3.654.00* 

73.700.00 

Cash dividend of 25^ — July 1. 194t5.. . . 


1.000.000.00 

Totm debits 

SI 1.0:57.945.70 : 

512.224.275.03 

Trade creditors 

S SS.400.65 

S 257.933.67 

Keserve for derreciation 

7(v?.i:50.20 

7SS.144.a5 

Carital stock 

4.030.000.00 

4.000.00'0-00 

Earned surplus 

917.414.S5 

1.393.200.25 
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Sales, at prevailing market prices — 


Outsiders 3,552,000.00 4,608,000.00 

Foreign branch 1,776,000.00 1,152,000.00 

Total credits $11,037,945.70 $12,224,278.03 


You have recast the findings of the Enghsh accountants 
with respect to the foreign subsidiary thus: 


Dec. Dec. 

Accounts, Grouped 31, 1945 31, 1946 


Cash £144,000 £ 44,000 

Customers 102,000 150,000 

hlerchandise inventorj’ at — 

December 31, 1945 (1945 piu'chases), sold in 1946 120,000 120,000 

December 31, 1946 (1946 purchases) 36,000 

Fixed assets 25,000 35,000 

Purchases from parent company, 1946 288,000 

Sendee charge, parent company 12,000 

Depreciation, 1946, at 10% 3,000 

Other e.xpenses 30,000 


Total debits £391,000 £718,000 


Trade creditors £ 3,000 £ 21,000 

Due parent company 220,000 40,000 

Reserve for depreciation 18,000 21,000 

Capital stock issued to parent company at par 100,000 100,000 

Profit and loss (earned surplus) 50,000 50,000 

Sales 450,000 

Unsold 1946 purchases 36,000 


Total credits £391,000 £718,000 


Profits in excess of the profit-and-loss account of £50,000 
(which had been earned in earher years when the rate of ex- 
change was S4.S6) are credited at the end of each year to the 
parent company’s account, remittances being made from time 
to time as conditions warrant. The details of the intercom- 
pany accoimt for the yeai- 1946 were: 


Particulars Amount 

Balance, December 31, 1945 £220,000 $1,069,200.00 

hlerchandise piuchased diuing year (shipping 

costs may be ignored) 288,000 1,152,000.00 

Service charge, parent company 12,000 48,000.00 


Total debits, 


£520,000 $2,269,200.00 
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Remittances — 

Januarv 31 

£120.000 

S 403,000.00 

^larch 31 

100.000 

342,000.00 

August 31 

150,000 

67S.000.00 

November 30 

110,000 

573.100.00 

Loss on exchange 

73,700.00 

Balance, December 31, 1946 

40,000* 

194,400.00 

Total credits 

£520.000 

32,269,200.00 


* A remitisinre of £6T,0(X) nra? msde lo th? psreat corapaay on Febmar?' 1, 1947, $o3S.S50.00 
having been realiied thenefrom. 

You are told by the management that it has always been 
the practice to value the balance of the current account at the 
end of the year at the old par of exchange., and that during 
1945 and 1946 an arbitrary* rate of S4 was used by the branch in 
converting charges from the parent company. These charges 
occin with more or less reg;ularity throughout the year. The 
fixed assets owned by the branch at December 31, 1945, had 
been acquired when the rate of exchange was S4.S6; the addi- 
tions during the year of £10.000 were purchased abroad on 
July 16, 1946. 

Following are the rates of exchange which you have secured: 


Date Rate 


December 31. 1945 $3.30 

July 16. 1940 44>0 

December 31, 1946 5.10 

1946 vreigbted average 4.10 


PROBLEM 89 

jMuxicxpal Baiaxce Sheets 

The accoimts of the City of Plain^dlle are arranged in bal- 
anced fimd groups. You are called upon to prepare from the 
information following a working trial balance and fund bal- 
ance sheets of the city at Jime 30. 1944. 

The ledger accounts of certain funds at July 1, 1943, were; 


General Fund 


Dr. 

Caab $ 5,000.00 

Taxes receivable lO.CKXl.OO 

Accounts receivable 100.00 

Due from other funds 1,000.00 


Cr. 


Accoimts payable $ 300.00 

Xotes myable 500.00 

Marared bonds and in- 
terest. 15,000.00 

Surplus 300.00 
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SpecLil Assessment Fund 


Cash — ior constraction -S 6.000.00 

Cash — ^for bonds and in- 


terest 2,000.00 

Assessments receivable. . . . 10,000.00 

^ oik in progress 4,000.00 


Accounts payable .$ 300.00 

Contracts p.ayable S,.500.00 

Xotes pat-able 500.00 

Bonded debt 7,000.00 

Due to other funds 500.00 

Appropriations 4.000.00 

Reserve for rebates 500.00 

Surplus 700.00 


Trust Fund 


Expendable cash $ 500.00 

Pennanent cash 200.00 

Loans receivable 700.00 

Investments 44,600.00 


Expendable trusts — 

Pension funds -$15,000.00 

Permanent trusts — 

Endowments 30,000.00 

Revolving loan fund 1,000.00 


TKinsactioQs for the year ended June SO, 1944 

(1) "Wlien the annual budget- was approved, it- carried ap- 
propriations for general governmental purposes in the amount 
of SIOO.000.00, including an item to offset estimated uncol- 
lectible taxes. 

(2) Revenues from miscellaneous sources were estimated 
at $15,000.00. 

(3) Taxes were levied for the balance necessary to meet 
appropriation reqinrements, uncollectible taxes being esti- 
mated as 3 per cent. 

(4) Street and other improvements benefiting private prop- 
erty owners, estimated to cost $50,000.00, were approved, and 
the necessarx' bonds were authorized and sold at par to proride 
money for construction purposes. Special assessments were 
also authorized to be leried against the property owners bene- 
fited. 

(5) Current taxes in the amount of $78,000.00 were col- 
lected dining the period, and taxes of prior years were collected 
in the amount of $6,000.00. 

(6) Taxes were also leried amounting to $10,000.00, to be 
collected and paid to other civil dirisions. 

(7) Dining the year, an insolvent bank was closed in which 
there was -$2,000.00 of the city's general tax money on deposit. 

(8) Because of the slonmess in general tax collections, -S3,- 
000.00 was boiTowed from a bank, but was repaid during the 
period. 

(9) A bequest of $1,500.00 was received to be used as a 
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permanent revoMng loan fund for the benefit of city employees. 

(10) Advances of §2,500.00 were made from the general 
fund to start assessment improvements, of which $2,000.00 
was repaid during the period. 

(11) Cinders were sold to property owners for $800.00, of 
wliicli $500.00 has been collected. 

(12) jMiscellaneous revenues amounting to $18,600.00 were 
received during the period, and special assessments were col- 
lected amoimtmg to $26,000.00, noth interest of $1,800.00. 

(13) The following miscellaneous amounts were also re- 
ceived dining the period: 

$ 500.00 representing a contractor's deposit to guar- 
antee the satisfactoiy completion of a con- 
tract. 

9.000. 00 represen tmg taxes leided for other civil di- 

idsions. 

1.200.00 representing expendable interest on endow- 

ment-fimd investments. 

3.500.00 representing loan from bank pending sale of 

assessment unprovement bonds. 

(14) There were expenditures dining the period of: 

$ 3,000.00 representing pa^nnent on loans from bank 
pending sale of assessment-improvement 
bonds. 

90.000. 00 for general pinposes for which appropria- 

tions had been made. 

30.000. 00 for the construction of assessment improve- 

ments, of which $25,000 was paid to con- 
tractors. 

8.500.00 representing taxes leaded for and paid to 

other chdl di\'isions. 

2,000.00 representing death benefits paid from em- 
ployees’ pension fund, made possible 
through sale of $2,000.00 worth of se- 
curities plus accrued interest of $50.00. 

500.00 representing loan made from employees’ 
loan fund. 

2.250.00 representing one-half of city’s share of as- 

sessment improvements, which was pro- 
^•ided for in the general appropriations 
for the period. 
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(15) G^nei^ obligations bonds amounting to -$10.CK)0.00. 
Triib inierest of -$2S0.00. were paid during the period. 

(16) Assessment bonds amounting to $25,000.00. and in- 
terest of $1,750.00 were paid during tbe period. 

(17) Tarions contracts were entered into totaling $35- 
000.00 for construction of assessment improvements, of which 
$10,000.00 remained unpaid at end of period. 

(IS) At the end of the period, there were unhiled purchase 
orders outstanding for general-oSce supplies amounting to 
approriniatelv $1,000.00. Unpaid items amounting to $1,- 
200.00 represent similar goods alreadv received. 

(19) Construction improvements costing $32,000.00 were 
completed during the period. 

PROBLEM 90 
PBnPAP.s.TIOK or Costs 

Following your audit of The Dale Publishing Company at 
June 30, 1944. yon have been asked to write a letter to the 
manager, C. L. Packard, outlining brieSy your recommenda- 
tions for a method of collecting prime costs. In the course of 
your examination, you Snd that there are four principal sources 
of income: printing sales (handbiiis. letterheads, and so forth); 
bindery sales (desk organizers, order books, and so forth): 
newspaper subscriptions: and newspaper advertising. Total 
annual sales average $50,000.00. The newspaper is a weekly, 
smali-town paper having a circulation of about 2.500. The 
management is anxious that the sales and prime costs of the 
printing and bindery departments be kept separately. Nu- 
merous jobs go through these departments. It h^ been agreed 
that overhead expense is to be periodically apportioned to the 
two departments on the basis of the total sales of each depart- 
ment. 

A competent bookkeeper has been engaged to carry out the 
suggestions which you make. 


PROBLEM 91 

DlSTRISmOX Or LxGAI. pBOrTTS 

From the mformation following, prepare a statement of 
partneis' accounts at December 31, 1946. 
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X, Y, and Z, attornej'^, agree to consolidate their indi^ddual 
practices at December 31, 1945. Assets, exclusive of cash, 
and habihties at that date, all of which are taken over by the 
new partnership, are as follows: 

X F z 

Accounts receivable §14,248.00 §5,248.60 §15,900.00 

Furniture and fixtures 4,300.00 2,500.00 6,200.00 

Eesen^e for depreciation 2,480.00 1,578.00 4,698.00 

Accounts paj'able 100.00 1,480.00 690.00 

Each partner is to contribute 85,000.00 as working capital. 
Z has leased office space, and is bound bj'’ the lease imtil June 
30, 1947, the monthlj'’ rental being 8600.00. The partners 
agree to occupy his office space until the exphation of the lease. 
The partnership is to pay the rent. However, Z’s dravdng ac- 
count is to be chai’ged $150.00 per month, the space ha^dng a 
present monthly rental value of $450.00. Each partner is to 
guarantee his receivables contributed to the partnership. No 
salaries are to be paid to the partnem; drawings are to be re- 
garded as advances. The indiiddual partners wiU receive 20 
per cent of gross fees billed to their respective chents during the 
first j’-ear of the partnership. After deducting operating ex- 
penses, the balance of fees billed ^\dll be credited to the partners’ 
accounts in the following ratios: 


X 40% 

Y 35% 

Z 25% 


On April 1, 1946, TF is taken into the partnership, and is to 
receive 25 per cent of the fees from new business, after deduct- 
ing expenses apphcable to the new business. Expenses are to 
be apportioned to new business in the same ratio that total 
expenses bear to total fees billed. 

During the year ending December 31, 1946, fees were billed 


as follows : 

X’s clients §23,400.00 

F’s clients 18,650.00 

Z’s clients 10,460.00 

New business — 

Prior to April 1, 1946 3,200.00 

After April 1, 1946 8,030.00 


§63,740.00 
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Total expenses, exclusive of depreciation, were $25,380.00, 
Depreciation should be computed at the rate of 10 per cent. 
Charges during the year to partners’ di’awing accounts were 


as follows: 

W $ 1 , 500.00 

X 5 , 200.00 

Y 4 , 450.00 

z 5 , 800.00 


Of X’s and F’s receivables, $1,200.00 and $450,00, respectively, 
proved to be uncollectible. 

PROBLEM 92 

Build-up of Accounts 

A fire on Aprh 1, 1944, destroyed all office records of the 
Ajax Distributors, Inc., except the minute book, the custo- 
mers’ and creditors’ ledgers, and a profit-and-loss statement. 
From the information available, you are asked to prepare a 
balance sheet as of the close of the business on March 31, 
1944. 

Extracts from the minutes disclose the following facts: 

On January 1, 1944 

Charter granted authorizing maximum capital of $48,000.- 
00, consisting of $16,000 of common and $32,000 of preferred 
stock of a par value of $100 per share, to be issued only on a 
basis of one share common to two of preferred. 

Forty-four shares of the common and 88 shares of the pre- 
ferred stock were subscribed for by the incorporators at par, 
and the corporation received cash for one-half the subscrip- 
tions to the cormnon stock and the remainder in 6 per cent 
interest-bearing notes, payable to the corporation at its office 
on June 1, 1944. Land and buildings with an estimated life 
of 25 years were received in settlement of the preferred-stock 
subscriptions. Certificates were issued to the subscribers. The 
buildings were appraised at tvdce the value paid by the corpora- 
tion, and, pursuant to a resolution of the board, these values 
were set up on the books on January 1, 1944. 

The sale of $5,000 6 per cent five-year bonds, with semi- 
annual interest coupons attached, secured by deed of trust on 
land and buildings was authorized. Bonds in an amount equal 
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to common stock issued were sold for cash at 95. It was pro- 
^^ded in the trust agi-eement that the corporation must, on the 
last day of each quarter, set aside in a special fund equal 
amounts sufficient to retire the bonds sold at matmity (ignore 
interest), and to set up a reseiwe therefor. 

Bought following equipment on terms of one-fifth cash and 
the balance in 4 equal pa^unents, due on the last day of each 
month: store and office eqiupment with an estimated fife of 
10 year's, and dehvei'y equipment estimated to last 5 year's. 

Paid insiu'ance for 1 year on birildings, equipment, and 
stock. 

On iS larch 31, 1944 

Dhddend of 2 per cent on outstanding stock declared, pay- 
able on April 10, 1944. 

Additional Information Obtained from Bookkeeper- 

Books wer'e kept on an accrual, deferred and r'eser'^'e basis. 
Depreciation was computed on the straight-line method with 
no scrap values. .-Ul items of income or expense were cash 
unless othei'wise mdicated. All receivables and payables paid 
were within the discormt period. A S400.00 60-day 6 per cent 
iirterest-bearmg note dated March 1, 1944, was received from 
a customer' in settlement of his accoimt. Salaries and rent 
wer'e the same each month arrd March items have not been 
paid. Ten per cent of the oirtlay for advertising and store 
sirpphes for the period rerrrairred on Iraird on ^larch 31, 1944. 
No accorrrrts have beeir charged off as bad. The profit-arrd- 
loss statement follows ; 

AJAX DISTRIBUTORS, INC. 

Profit and Loss, Quarter Ending Marcli 31, 1944 


Income from s;iles: 

Si\lcs.tcrms 1 20, n, oO $15,000.00 

Sales returns l.STo.OO 


$13,125.00 

$$.000.00 

095.00 $ 7,005.00 


Im'entor}', March 31, 1944 1,000.00 

Cost of goods sold 6.005.00 

Gross profit on sales 5 7,120.00 


Xet sales 

Cost of series: 

Purchases, tcnus3rc 10, n '60 

Purch.ases returns 
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Expenses; 

Selling — 

Sales salaries §1,500.00 

Ad'v'ertising supplies used 1,130.00 

Store suppliK used ISO.OO 

Expired insurance — ^Merchan- 
dise 25.00 

Expired insurance — Store 

equipment 16.00 

Expired insurance — Delivery 

equipment 20.00 

Depreciation — Store equipment 25.00 

Depreciation — ^Delrrerx- equip- 
ment 62.50 

Sundry selling expenses 212.50 


Total s ellin g expenses § 3,171.00 

General — 

OSce salaries S 600.00 

Rent 750.00 

Expired insurance — Office 

equipment 10.00 

Expired insurance — ^Buildings. . 12.00 

Depreciation — OSce equipment 15.00 

Depreciation — ^BuQdings 41.00 

Loss on bad debts 100.00 

Sundry general expenses 116.00 


Total general expenses. 


1,647.00 


Total expenses 


4,818.00 


Operating income 
Other income; 

Purchases discount 

Interest earned 


§ 2,302.00 


§ 173.25 

35.00 § 20S.25 


Deductions from income; 

Sales discount § 9SJ25 

Interest expanse 66.00 

Bond discount amortized 11.00 


175.25 


Net addition to income 


33.00 


Total net income, 


§ 2,335.00 


PROBLEM 93 

Recasttn'g of Balance Sheet 

D. L. Bames and Company, a manufacturing enterprise, 
upon petition of its creditors, has been reorganized under the 
Federal Bankruptcy Act. On October 31, 1946, x^ou were called 
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upon to prepare (a) a balance sheet for the reorganized com- 
panj', ghdng effect therein to certain transactions consummated 
during the period from November 1 to November 6, 1946, and 
(b) a statement showing the changes that have taken place in 
the financial structme, and operations from the date the action 
conunenced, the latter statement to be of whatever form j'ou 
beheve will best display the facts. 

On Julj'' 31, 1946, when the petition to the court was filed, 
the financial position of the companj’- presented to the comt 
bj’’ the creditors and beheved by them to present a true con- 
dition of the company’s affaii's was as follows: 


Assets 

Cash S 57.13 

Customeis, less reserve for bad debts of S13,01S.7S 65,151.36 

IMerchandise inventorj', obsolete or slow-moving stock, at 

cost ." 26,430.31 

Merchandise inventor^*, in good condition, at cost — 

Raw materials 18,252.22 

Work in process 29,540.01 

Finished goods 5,242.54 

Prepaid insurance on factorj- equipment 828.11 

Treasurj' preferred stock — 100 shares at cost 6,200.00 

Land, at cost 2,000.00 

Buildings, at cost, less allowance for depreciation of 

865,285.93 145,266.62 

hlachinen’, at cost, less allowance for depreciation of 
8101,798.82 128,276.31 


Total 8427,244.61 


Liabilities, Etc. 

5% bank loans S 85,000.00 

Accrued interest thereon 730.00 

Trade creditors (raw materials) 127,208.63 

6J'2% first-mortgage bonds, of which a total of 810,000.00 

is past due 135,000 00 

Accrued and past-due interest thereon 17,550.00 

Capital stock — 

6% cumulative preferred, on which dividends ha\'e re- 
mained unpaid for 2 years — 1,000 shares of p.ar value 

of 8100 each 100,000.00 

Common no-par stock — ^2,500 shares, no stated value 50,000.00 

Eamed-surplus deficit 88,244.02* 


Total 8427,244.61 


♦Red. 
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Cash transactions dui'ing the 3-month period ended October 
31 were as follows: 


Balance, July 31, 1946 $ 57.13 

Eeceipts — 

Collections on customers’ accoimts 383,567.81 

Sale of all obsolete and slow-mo^ng stock on hand at 

July 31 10,500.00 

Sales of scrap 862.50 


Total 8394,987.44 


Disbursements — 

Factor}’ rrages S 61,803.03 

Ra-vr-material purchases 89,867.93 

Factor}’ expenses 65,056.06 

Administrative and selling expense 33,711.90 

Bank loan in full, including interest 86,645.00 

Trade creditors at July 31 12,720.86 

Defaulted bonds, including all accrued and past-due in- 
terest of 819,012.50 to September 30, 1946 24,012.50 

Balance, October 31, 1946 21,170.16 


Total 8394,987.44 


The plan of reorganization drawn up bj’ the creditors and 
approved bj* all interested parties and b}’" the com’t involves 
the following changes m the existing corporation, all of wliich 
were carried out dining the period between November 1 and 
November 6, 1946: 

(a) The old management is to be displaced bj^ a new group 
to be headed b}" the trustee who represented the court dinmg 
the proceedings and who has been allowed a compensation of 
82,400.00 hy the com't for the 3-month period (paid Novem- 
ber o). 

(b) Bondholders, including the owners of the 5 81,000 
bonds still in default, wiU receive cash (pajonent made No- 
vember o) for an}^ unpaid accrued interest at October 31, 1946, 
and one share of 5 per cent noncumulative prefeined stock of 
8100 par value for each 8200 in face value of bonds. 

(c) The balance owing the trade creditors of Jul}' 31 will 
be settled in full through the distribution to them, on an ap- 
proximately prorata basis, of 5,725 shares of no-par-value 
connnon stock. 

(d) Prefen’ed stock outstanding at July 31 is to be turned 
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in and exchanged for 3.000 shares of no-par-valiie common 
stock; treasury preferred stock is to be canceled. 

(e) Common stock outstanding at July 31 is to be turned 
in and exchanged for oOO shares of no-par-value ooiumon stock. 

(f) The terms and shares of authorized prefeired and com- 
mon stock are to be modified through apphcation to the secre- 
tary of state to agree vrth the above terms. 

(g) The existing earned-surplus deficit is to be continued. 

Assets at October 31 1946, were to be valued thus: 


Eceoh-jibles, at book value — 

Accounts at .Ttilv SI, 1040. less same reserve for bad debts 

of SIS.OIS.TS'. ? 2.02O.10 

Aecounts represetiting unpaid s:tles for three mouths end- 
itrg October 31. 1946, less estimated imeollcetible por- 
tion of S10.177.2o 4S.P6S.73 

Inwutories. at cost — 

Bavr materials 15.360.71 

tVork in process 1S.S04.60 

Finished goods 16,502.13 

Prepaid insurance on factor.- equipment 6S3.22 

Fixed assets — on basis of old cost less depreciation, to be de- 
creased by additional allowtnces for 3-inonth period on — 

Amnial Rate 


Buildings 

Machinery 10 

Trade creditors for raw materials, S62.34S.96, constitute 
the only liability at October 31, 1946, resulting from the opera- 
tions of the 3-mouth peiiod. 

PROBLEM 94 

ComuT.aTiox of Taxable Gaix 

In 1938, A purchased in liis own name 50 shares of XYZ 
Co. PrefeiTed Stock at 105 per share. In 1940. by reason of 
his owneraliip of such stock, he received 50 rights enabling liim 
to purchase 25 additional shares of XYZ Co. Preferred Stock 
at 120 per share. -4 cxei'cised his rights and purchased the 25 
shares in jomt account with his wife. Upon the issuance of 
the rights, the XYZ Co. Preferred Stock had a market value 
of S130.00 per share wliile the rights had a market value of 
85.00 each. 

In 1945. the A’TZ Co. reorganized and exchanged for each 
old share of prefevred stock 1 share of new prefeived at a pai* 
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value of $100.00 each and 2 shares of no-par common stock. 
Immediately after this exchange, the fair market value vas 
$50.00 for the preferi'ed and $5.00 for each common share. 

In 1946, A sold 10 shares of preferred stock registered in 
his name at 76 per share and 10 shares of common stock regis- 
tered in the joint account at $18.00 per share. 

A and his vife submit a joint return. 

Required: 

(1) What v'as Al’s taxable profit or loss upon the reorgani- 
zation and exchange of stock? 

(2) WTiat is the deductible loss or taxable gain on the sale 
of the stock? 

(3) Under the Revenue Act vrould the above sale constitute 
a sale of a capital asset? 

(4) Whiat percentage of the loss is deductible for tax pur- 
poses? To vhat extent are capital losses deductible? 

PROBLEM 96 

COMPTJTATIOX OF AVAILABLE PeOFITS 

Foster Mfils, Inc., has a net profit before bond interest and 
Federal income tax of $147,390.00. According to the terms of 
the bond indenture, net profit, after deducting Federal income 
tax (which may be assumed to be 30%) but before deducting 
interest on bonds, will be applied against interest and principal 
($1,200,000 7 per cent gold bonds outstanding) in equal 
amounts if the interest requirements are more than one-half 
the net profit after deducting the Federal income tax. Interest 
expense so determined represents the total expense to the 
corporation for the period, the 7 per cent requirement merely 
limiting the amount of interest. 

You are required to compute the interest expense. Federal 
income tax, and principal pajment for the current year. 


PROBLEM 96 

Restatemext of Balance Sheet 

Following is the trial balance of the New Deal Grain 
Co. as at Jirne 30, 1946, together with certain related in- 
formation, from which jmu are required to prepare adjust- 
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ing journal entries, and a balance sheet intended for 
banks. The various items of the balance sheet must 
clearly described. 


Account 


Debit Credit 


Cssii S lo0.O30.{X) 

Margins 345,(X>0.00 

Gustomeis^' accounts 

Inventories ol grain 2j2S5.000.00 

Elevator pioKrries o-50.0(K).00 

Furniture and Svtures 20.0'00.00 

Reserve for depreciation 

Investments 227,000.00 

Bank loans 

Accounts payable 


Accrued commissions, taxes, etc, 

Capital stock 

Earned surplus, January 1. lOio 

Xet pro Sts for period ended June SO, 1046. 


?1, 700.000.00 


77,030.00 


60-3.000.00 

2-5.030.00 

10.000.03 

600,000.00 

175.000. 00 

157.000. 00 


Totals 


$S.S27.000.00 


S3.327.000-00 


Investigation reveals that: 

(a) The company acts as broker through its membership; 
in various exchanges and owns and operates grain elevators 

(b) The margins account comprises deposits made with— 

Chicago Board cf Trade Clearing Corporation ?2d5,00'0.00 


Iceland et Cie„ a French broker 10,003.00 

Bmkers acting as agents in other citis 70.000.00 


-?-345.000.0'3 


Profit or loss on the above margins at Jime SO. 1946, b: 
been reflected elsewhere in the accoimts. except for the acco 
with the French broker which represents a deposit on the sal 
30,000 otmees of silver at 70c per ounce. Correspondence v 
the French broker indicates that the accoimt of the Xew F 
Grain Co. has a credit balance equivalent to §31,000 (excha 
differences may be disregarded), together with a short posit 
of 30,000 oimces of silver. The market price of silver at June 
1946, may be assumed to be 75c per oimce. 

(c) Customers’ accounts are composed of — 

Contiac:-grain-:rading debit balances arising frem sales 
of furuies (S25.00'0.bo xinsecumd' ? ISdjoOO.OO 
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Customers' margin deposits and credit balances, of rrhicb 
credit balances free from trading transactions amount 

to §187,000.00. . .' 7 1,870,000.00* 

Advances to Farmers" Cooperative for purcbase of 25,000 
bushels of grain not vet unloaded in company''s elevators 15,500.00 

§1,700,000.00* 


A computation of proSt and loss on customers'" open trades 
at June 30, 1946. shotvs — 

Net loss on sales of futures on customers'* accounts 

shofring balances of §1,6.50.000.00 §1,700,000.00 

Net profit on purchases of futures on customers'" ac- 
counts showing balances of §33,000.00 400,000.00 


*Rec. 

A profit or loss on grain-futures transactions is customarily 
not taken up on the books imtil the contract is closed, i.e., a 
sale is covered by a purchase or a purchase is covered by a 
sale. iNIargin deposits remain on the books as such until such 
closing, and an evaluation of the true status in the interim 
involves a consideration of the margin and the related profit 
or loss on open trades. 

(d) Inventories are priced at market, rrhich is $43,500.00 
above cost. The company had sold futures at June 30, 1946, in 
an amount of 3,145,000 bushels on the Chicago exchange at an 
average price of 5Sc and had also sold 780,000 bushels else- 
ivhere for delivery -erithin 45 days at an average price of 59c. 
The company's practice is either to sell futures or to seU to 
various parties for future delivery at the time of purchasing 
grain, thus effecting a hedge, and earning the difference be- 
tween the present and future dehverj’ prices as storage for use 
of its elevators in the inter\'ening period. Such income is re- 
garded as earned when the covering transaction has been ob- 
tained. 

(e) Investments consist- of bonds and membersliips m 
various exchanges at cost, the quoted value at June 30, 1946, 
being S180.000.00. 

(f) Bank loans are secured by a pledge of 1,250,000 bushels 
of grain. 

The market price at .lune 30, 1946, of the grain in which the 
companj' and its customers deal was 60c. 
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PROBLEM 97 

Reoeganizatiox Entries • 


The trial balance of the Bellwood hlaniifacturing Company 
at April 30, 1946, "^'as as foUow's: 


Dr. Gr, 


C.nsli on hand and in banks S 118,656.79 

Trade accounts receivable, net 295,570.01 

Notes receivable 50,911.97 

Inventories — Products and supplies at 

lover of cost or market S11,SSS.03 

Investments in stocks and bonds at lover 

of cost or market 169,310.06 

Peal estate — ^.Ippraised July 1, 1928 26,976.35 

Platit and equipment — ^Appraised July 1, 

1928 2,801,923.32 

Patents, francliises, etc 52,219.78 

Deferred charges and other assets 62,118.53 


Accounts payable 

Notes and acceptances pay.able 

Interest, vages, and taxes accrued 

Ecserve for depreciation on plant and 

eqtupment 

6^, 30-year first-mortgage gold bonds, 

dated July 1, 1940 

7 % cumulative-preferred stock — 850.00 

par 

Common stock — Class .A — 850.00 p.ar 

C-ommou stock — Class B — 5,000 no-par 

shares 

C-apital and paid-in surjjlus 

Eantcd surplus 


8 171,392.76 

95.216.37 

15.032.38 

' 984,382.76 
1,000,000.00 

750,000.00 

750.000. 00 

250.000. 00 
315.973.68 

57,606.89 


84,389,604.84 84.389,604.84 


In December, 1945, the Board of Directors submitted to the 
stockliolders a recapitalization plan tvliich would have as its 
objectives the follotving pmposes: (1) a write-domi of the 
appraisal value of the plant and equipment to present-daj' 
prices, in order to reduce aimual depreciation charges: (2) 
putting the stock on a dixidend-paAnng basis (no dividends 
have been paid since July 1, 1943, an indenture in the mortgage 
jiroviding that di^'idends may be paid only out of net profits 
derived from operations); and (3) a reduction of the present 
capitalization. 

A sununaiy of the plan presented to the stockliolders was 
made as follows: (1) The question of a new 6 per cent cimiu- 
lative-prior-preferred stock to be exchanged share for share 
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(2) The parent company constructed an addition to the 
plant of its 60 per cent oumed subsidiary, Elm Co., in 1942, at 
a cost of $154,900.00. The subsidiaiy, however, paid the par- 
ent company $190,000.00 for the plant, at which price it was 
recorded on the boolcs of the subsidiaiy, and depreciated at an 
annual rate of 5 per cent ( 23 ^ per cent in 1942). Show the 
effect of the adjustments required on the minority interest and 
on net worth. 

(3) The parent company in 1944 acquired a subsidiary. 
Maple Co., by issuing to the former oumers of the conmion capi- 
tal stock of Maple Co. $100,000.00 par value of a newly 
created 6 per cent preferred stock of the subsidiary. The net 
worth of the Maple Co. at the time of the acquisition was 
$96,400.00. The difference of $3,600.00 was charged to “Land 
Account” on the books of the subsidiary. The parent com- 
pan}’- returned to the subsidiary all the stock it had purchased 
and paid to the subsidiary $1,000.00 for a new issue of 100 
shares of no-par common stock, the entire amount outstanding. 

(4) The parent company acquired 60 per cent of the com- 
mon stock of Beech Co. on June 30, 1944, at a cost of $210,- 
000.00. At that date. Beech Co. had a net worth of $509,000.- 
00, consistmg of $200,000.00 7 per cent nonvoting-preferred 
stock, on winch there were 3 ''ears’ di^ddends in arrears, 
$400,000.00 common stock, and a $91,000.00 deficit in earned 
surplus. 

(5) The balance sheet at December 31, 1944, of Poplar 
Co., an English subsidiary'-, in which the parent company has 
a 100 per cent interest, is as follows: 


Assets — 

Cash in banks £ 5,500 

Customers’ accounts 20,400 


£25,900 

Liabilities and net worth — ~ ~ — 

Net worth — 

Capital stock, 2,000 shares outstanding £20,000 

Earned surplus, December 31, 1943 £2,400 

Net profit for the year ended December 31, 1944 . . 3,500 5,900 


£25,900 


The stock in Poplai* Co. was acquired on November 30, 
1943, at a cost of $120,000.00. Earned surplus at that date was 
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£ 2 , 000 . 

were: 


Exchange quotations on the three dates mentioned 


Date 

11- 30-43 

12- 31-43 
12-31-44, 


Quotation 

. S5.20 
. o.lo 
. 4.94 


PROBLEM 100 
PaBTXERSHIP JoiJRX.lL 35xTRIES 

Adam and Bede are partners in the A. B. Hay & Feed Com- 
pany. The articles of partnership include the following pro- 
lusions : 

(1) Intei'est at the rate of 6 per cent is to be credited to 
each partner’s accoimt at the end of the year; the interest 
computation is to be based on the respective capital accounts 
as of the end of the preceding year. 

(2) Remaining profits, if any, ai'e to be diiuded equally. 

(3) In the case of the death of either pai-tner, the partner- 
ship is to be earned on by the sun-iiung partner not more than 
60 days after the date of death, at which time final liquidation 
and settlement are to be made. 

Adam died on August lo, 1944. Under the terms of the will, 
a trust was set up, the life tenant of wliich was Adam’s wife. 
The remaindermen were Adam's two sons. The wiU proiuded 
that the capital of the trust was to be kept intact. The interest 
in the A. B. Hay & Feed Company was included in the assets 
of the trust. 

The capital accounts at December 31, 1943, were: 

Adam S76.250.00 

Bede 37.950 00 

Profits were as follows: 

7} 2 months ended Augxist 15, 1944 $12,826.00 

9} 2 months ended October 15. 1944 17,346.20 


Bede made a settlement with the tnistee of Adam’s trust as 
of October 15, 1944, whei*eby Bede paid to the trustee SlOO,- 
000.00 for Adam's capital as of December 31, 1943, and Adam’s 
portion of the estimated goodwill of the company. In addi- 
tion, Bede paid the trustee Adam’s share of profits for the year 
1944 to October 15, 1944. 
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Set up journal entries recording the above transactions on 
the trustee’s books. 

PROBLEM 101 
Application of Fttnus 

The Fox Drug Companj" was organized Jul}^ 1, 1936, by 
Peter Fox and James Cruze. Capitalization of the companj'- 
consisted of 500 shares of SlOO-par-value common stock and 
750 shares of 7 per cent SlOO-par cumulative-preferred stock. 
Fox subscribed for common stock totaling $25,000.00, in pay- 
ment of which he turned ovei* to the company certain processes 
and formulas wliich were recorded at par. Cruze subscribed 
for a similar amount of common stock, in payment of which 
he turned over a building which was hkewise recorded at the 
par value of the stock. The preferred stock was sold to out- 
siders at par. 

On June 1, 1938, the company was reorganized in order to 
secure additional capital for new buildings and ceidain new 
tjTies of laboratory’- equipment. Additional preferred stock of 
$75,000.00 was authorized and issued at par as of July 1. The 
connnon stock was canceled and 4,000 shares of no-par stock 
were authorized ha^■ing a stated value of $25.00 a share. Each 
share of old common received 4 shares of new no-par stock. 
Fox and Cruze each purchased 1 share of the new common at 
$25.00 a share in order to maintain control. The balance of 
the shares were sold to the public at $37.50 a share. The dif- 
ference between stated value and sales price was credited to 
surplus. 

TFitliin a short period of time, the company’s business began 
to decline, and, at December 31, 1943, it was decided to reor- 
ganize in order to write off inflated asset values and eliminate 
unpaid preferred di^•idends which had accumulated from Jan- 
uary 1, 1941. In this connection, the oflBcers have asked you 
to summarize for them from what sources funds have been 
obtained and for what purposes they had been expended, from 
the inception of the business in 1936. You are requested to 
prepare tliis information. 

The trial balance of the company at December 31, 1943, was 
as follo-ws: 


Cash in banks S 34,S97.7S 

Accounts receirable 4S,S37.26 



PEOBLENI 102 


209 


Inventories 79,&S0.56 

Othex current assets 4.763.92 

ilacliinerj' and laboratory* equipment 39.019.17 

Office fiuniture and fixtures 6,239.26 

Innd and buildings 96.592.73 

Pormxilas, processes, patents, and copyrights.. 20,000.00 

Notes pay-able $ 20,000.00 

Accoimts payable 3S, 937.72 

Accrued liabilities 6,29S.OO 

Other current liabilities 5,726.25 

laboratory equipment 15,607.68 

AUovrance for depreciation — Office furniture 

and fixtures 3,119.63 

AUovrance for depreciation — ^Buildings 9,659.27 

Allowance for doubtful accounts 11,519.26 

Common stock, no par 100,000.00 

79f-cumulative:-preferred stock. SlOO par 150.000.00 

Surplus (deficit*) ’ 30.S37.16* 


S3S0.0S0.6S S3S0.0S0.6S 


*Red. 

Additional facts to be considered are: 

(1) Coinmon-stock di'vidends tvere paid at the rate of 
$10.00 a sliare on December 31. 1937. 83.00 per share in 1938 
and 1939, and 81.50 per share in 1940. 

(2) In lOod and 1937, $20,000.00 of the formulas account 
"was written off to earnings. Dining the life of the company, 
cei'tain rights and processes were sold for 810,000.00 which 
were credited to patents. 

(3) In 193S, the original building was sold for 838,000.00. 
Accumulated depreciation at the time of sale was 82,500.00. 

PROBLEM 102 

Ajxauysis of B.yd-debt Resekye 

From the data following prepare: 

(a) An analysis of the reserve for bad debts and losses on 
repossessions for 1946. 

(b) A statement of cost of goods sold for 1946. 

The Excelsior hlachine Co. produces and sells industrial 
sewing machines. Certain of its balance-sheet accoimts at 
December 31, 1945, foUow: 

Ecccivables $1,090,000.00 

less — Kc5ci-ve for bad debts and for 
loss on repossessions, 


300.000.00 $ 790.000.00 
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Inventories, at cost — 


Finished goods S 370,000.00 

Work in process 40,000.00 

Raw material 180,000.00 590,000.00 


Profit^and'loss data for the j’ear 1946; 

Net sales $2,000,000.00 

Purchases of raw material 350,000.00 

Direct labor 250,000.00 

Factor}' burden 790,000.00 

Repossessions — 

Credits allowed to customers 130,000.00 

Inventor}' value of repossessed mer- 
chandise 80,000.00 

Bad debts charged off, other than on re- 
possessions 8,700.00 

Bad-debt recoveries 5,000.00 


The inventories at December 31, 1946, by physical coimt, 
valued at cost, were: 

Raw material $170,000.00 

Work in process 35,000.00 

Finished goods 410,000.00 


It is the policy of the company to set up 1 per cent of net 
sales as a reserve for bad debts, and to credit all bad-debt re- 
coveries to the reserve. 

Inspection of the final inventories shows that a burden of 
$8,500.00 is included in work in process. Work in process was 
included in the opening inventories at prime cost. The bur- 
den on the opening inventories would have been $9,200.00 if 
computed on the same basis as that contained in the closing 
inventory. 

PROBLEM 103 

Fund Balance Sheets 

The board of education of the Margate Public School Dis- 
trict 100 has been criticized for overspending its available 
funds, and you have been called in by the board to prepare a 
balance sheet of the school district as at June 30, 1944, and 
a statement of revenues and expenditures for the year ending 
on that date. It is agreed that the expenditures should be 
shovm on an accrual basis, vdthout regard to tax-levy provi- 
sions. The adjustments to tax-le\w revenue caused thereby 
should be detailed as a part of the statement of revenues and 
expenditures. 
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Below is the budget for the school j’-ear ended June 30, 1944, 
as it appears in the minutes of the school’s board of education, 
together with a statement of receipts and disbursements for 
the same period smnmarized from the available records: 


Particulars Budget 

Cash in hands of township treasurer, 

Jul3’ 1, 1943 

Current tax levj* (calender tax ^-ear 
1943), representing amoimt certified 
to coimtj' clerk and leAued against as- 
sessed valuation of all taxable propertj' 


situated within the school district $556,914.54 

Less — Profusion for loss and cost in 

collection 55,691.45 


Estimated revenue from taxes $501,223.09 

Receipts from — 

Collection of taxes — 

Current le\w 

Prior leAues 

Current tuition and fees 20,000.00 

Sale of 1943 tax-anticipation warrants 
at par, the princip.al and interest on 
which are pajnble from the proceeds 
of collections of 1943 levx' 


Total receipts $521,223.09 


Opening balance, plus receipts. . . 

Disbiusements — 

Salaries and wages $350,150.00 

SuppUes, fuel, insurance, and other 

operating expenses 21,830.59 

Matured building-constniction bonds — 

Due October 1, 1943 

Due October 1, 1944 75,000.00 

hlaturities of bond interest — 

October 1, 1943 22,500.00 

April 1, 1944 20,812.50 


Redemption of tax-anticipation warrants — 
1943 warrants 

1942 and prior warrants 

Interest on redeemed warrants at 6% 

from date of issue — 

1943 warrants 


Receipts and 
Disbuisements 

Educational Building 
Fund Fund 

$ 38,676.39 $ 12,152.10 


$ 90,896.45 $ 34,540.65 
277,490.95 114,615.77 

14,612.50 


280,000.00 

80,000.00 

$662,999.90 

$229,156.42 

$701,676.29 

$241,308.52 

$374,450.19 

S 2,000.00 

21,443.68 

3,826.07 


50,000.00 


22,500.00 


20,812.50 

25.000.00 

10,000.00 

200,000.00 

90,000.00 

1,125.00 

450.00 
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1942 and prior vrarrants. 30,000.00 23,692.06 10,742.13 

Final installment on street-pa-ring spe- 
cial assessment 930.00 930.00 

PajTnent of all accoimts pa3'able out- 
standing .as at June 30, 1943, for 

supplies and other operating expenses 2,089.46 312.16 

Total disbursements $521,223.09 $647,800.39 $211,572.86 

Cash in hands of tomislup tre.asurer, 

June 30, 1944 S 53,875.90 $ 29,735.66 


Follo-ning is the status of uncollected taxes as at June 30, 
1944; 

Original Le^'j- 


Ta-x-Ijor-j’ Ye.ir 

Less 10% 
Reserx'e for 
Loss and Cost 

Collections 

Uncollected 

Balance 

(Net) 

Educational — 

Prior vears 

$1,853,219.76 

$1,611,201.78 

$242,017.98 

1943 

361,092.17 

90,896.45 

270,195.72 

1944 applicable to 3'ear 1944-5 

Building — 

Prior vears 

673,405.27 

601,979.57 

171,425.70 

1943 

137,215.03 

34,540.65 

102,674.38 


1944 applicable to j’ear 1944-5.. 

In addition to the sale of tax-anticipation warrants indi- 
cated in the foregoing statement of receipts and disbursements, 
1942 building-fund tax-anticipation warrants were issued at 
par to redeem 825,000.00 in principal amount of building-con- 
struction bonds as at October 1, 1943. 

As at June 30, 1943, the following tax-anticipation warrants 
payable from collections on the 1942 and prior tax levies were 


outstanding: 

Paj'able Onlj* from 

Taxes Collected for Principal 

Educational purposes $395,000.00 

Building purposes 150,000.00 

Total $545,000.00 


Following is an analysis of accrued interest on tax-anticipa- 
tion warrants: 



PEOBLEiM 103 213 


Subse- Paid 

Payable Only from Balance quently 6-30-43 to Balance 

Taxes Collected for 6-30-43 Accrurf 6-30-44 6-30-44 


1942 and prior years — 

Educational purposes $40,927.60 $18,412.04 $23,692.06 $35,647.58 

Building purpose 18,584.38 5,944.45 10,742.13 13,786.70 

1943— 

Educational purposes S,i/7.37 1,125.00 7,652.37 

Building purposes 3,350.22 450.00 2,900.22 


Totals $59,511.98 $36,484.08 $36,009.19 $59,986.87 


The board of education has estimated that, subsequent to 
Jime 30, 1944, interest will accrue on 1943 and prior warrants 
up to the time of the final redemptions, as follows: 


Particulars Amount- 


1942 and prior -warraiits — 
balance of prior j*ears’ estimates — 

Educational purposes S 4,352.42 

Building purposes 1,213.30 

1943 rrarrants — 

Educational purposes 17,847.63 

Building purposes 6,599.78 


Total $30,013.13 


Accoimts payable for supplies and so forth at June 30, 1944, 
tot-aled 82,517.90, of which 82,112.70 was apphcable to the 
educational fund and the balance to the building fund. 

Bonded indebtedness consisted of two building-construction 
issues: 

(1) Originally issued, 81,000,000.00; retired in prior years, 

8500.000. 00: retired in ciurent year, ^0,000.00: due in suc- 
ceeding 3*ears, 8450,000.00. 

(2) Originally issued, 8500,000.00; retired in current year, 

825.000. 00; due in succeeding years, ^75,000.00. 

The provision of 875,000.00 in the current year's budget 
covers the maturities on the above issues due on October 1, 
1944. iMaturities of the same amount during the current year 
were prorided for in the budget of the next preceding 3-ear in 
accordance with the pro\-isions of the trust indentures under- 
hung the two issues. Interest on both issues is chargeable 
agamst the tax leries applicable to the 3-ear in which it is paid. 
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PROBLEM 104 

Ezcasttn'G of BaI:a:n'Ce Sheet 

The Xe'5\' Deal Subsidiary Corporation is wholly owned by 
the Xew Deal Corporation. You have been called in by the 
trustee for the G per cent debentures of the Xew Deal Sub- 
sidiaiy Corporation to prepare a balance sheet of that com- 
pany as of December 31, 1944. 

In examining the indenture, you discover the following pro- 
visions : 

"The New Deal Corporation guarantees that the net earn- 
ings of the Xew Deal Subsidiarv' Corporation diuing each year 
shall be at least 150 per cent of the annual interest charges on 
all its indebtedness outstanding at the end of the year. ‘Xet 
earnings.’ as referred to herein, shaU be the excess of cash re- 
ceipts over cash disbrn-sements before interest deductions. 
The Xew Deal Coiporation fmiher guarantees that so long 
as any of the 6 per cent debentures of the Xew Deal Subsidiari- 
Corporation are outstanding, the value, not exceeding market, 
of the tangible assets of the subsidiary at the end of each year 
shall be at least 125 per cent of the total amoimt of all its 
fimded debt and notes payable. The Xew Deal Subsidiari’’ 
Corporation shall, upon determination of any deficiency or 
deficiencies, as set forth above, bill the Xew Deal Corporation 
for such deficiency or deficiencies, and adjust the balance sheet 
and profit-and-loss statement at the end of each year to con- 
form with the requirement of the indentme. The Xew Deal 
Corporation shall pay such deficiency or deficiencies in cash.’’ 

Other facts discovered in the course of yom examination are: 

There were no additions to fixed assets in 1944, but fixed 
assets totaling 856,500.00 were charged to the reserve for de- 
preciation. 

The amount of accotmts receivable written off against the 
resen-e for bad debts during 1944 was 824,000.00. 

iMarket values at December 31, 1944, of 8100-par common 
stock of the Q.E.D. Company, the 7 per cent preferred stock of 
the I.O.U. Company, and the no-par value stock of the F.O.B. 
Company were 60, 50, and 4232; respectively. 
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IvEV DEAL SDBSIDLARY COEPORATIOX 

Tii'i Balsrces 


Amortiration cf debt diseottnt attd esr^n 

Inretitoiies 

Pneratd interest 

Casb 

Opeisting: erneettses ^including proTtsirns 

itieeistien and bsd debts'* 

Custenteis' aeeotmts reeeivsble 

TTnaraortirod debt ciseottnt and exjv:“ns?, 

Otner interest est'ens? 

Property taxes 

InTestntents t?ee sehednle beietr' 

Interest on randed debt 


Credits 

Cotmnonstorit. no-narTaine. tel.OL'' shares 


Sales to cnstotners 

Aocrtted prepern- taxes 

Pessrre for depreeiatien 

oCr -.ote paAtable SepteEi-er 1, lii*4o 

Keseree for Icsscs on investments 

CE debent'tres, dne April 1, li?tv> 

Earned snrplus 

Acerned i-nterest on funded debt 


After Ciesmc 
Der. ol, 1043 

Before Cirsint: 
Deo. 31. 1944' 

d o.2od.o01.01 

-? bD0A0?1.03 
ob.OD.Ol 

SrLO^l.Ol 

oSS.OD.Ol 

i2.0X>.03 

Od-D-OOl-Ol 

49?.0D.03 

l,12S.o'D.03 

4o0.001.0,'» 

27b.001.03 

•277,o>?.03 

247.-b03.03 

6,003.03 

S-0003.03 

ASoO.OOl.OD 

4.S-b3.003.03 


420,(33103 

dIl,S:t2.0?,\01 

?1S,S3-5.CO?.03 

$ S,0?>?.0hl.01 

$ 3.003.033.00 

rS-Obl.O.i 

7S.033.03 

9S1.003.03 

20?,0.>?.C0 

24b.003.03 

SOT.OOl.Ol 

i.01AO.''3.O3 

o63.0.D.03 

2b5.O03.CO 

7.0,>1.00?.0? 

7.003.003.03 

o52,0?>b.01 

297.003.03 

lOo.oro.oi 

105,033.03 

sii.ssc.oro.oi 



Investments 

Q. E. D. Company. . .^llWOl-par common stork ir.ohl shares Sl.roAP'bAOr* 

I. O. E. Company 7~- preterrod stork il.O.'O shares l-iOlXOl.C*! 

F. O. E Company. Ne'-par oommon stork 40,010 shares 2.00 AOOl.CO 

gA.sbo.oro.oj 

PROBLEM 105 

AxaI-TsIS of Pkoftis 

and B an? ilie inventors of a process ba\'in 2 : to do vritb ilie 
pncduction of sheet ntetai. and applications for lettens pat- 
ent covering tlie process were filed in their names niior to June 
lo. 11M4. On that date, an indenture w;ts drawn creating a 
trust winch had tor its purposes the acquisition and holding of 
the applications and the resultant letters I'aient. the devefon- 
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On June 30, 1945, and at the end of each 6-month period 
thereafter, the trustees distributed dividends to the beneficial 
owners of the trust, as foUows; 


June so, 1945 $10,200.00 

December 31, 1945 17,400.00 

June 30, 1946 2S,30S.00 

December 31, 1946 27,600.00 


Prepare an analj’Bis of trustee's cash account showing the 
total amount of di^ddends distributed to each of the bene- 
ficial owners and the balance of cash on hand at the end of 
each of the 6-month periods beginning June 16, 1944, and end- 
ing December 31, 1946. 


PROBLEM 106 

Stock-subscbiption Agrekuent 

The Smith Coal Companj^ on July 1, 1940, inaugiuated and 
guaranteed an informal emploj'ees' sa\Tngs-investment plan 
under the terms of which anj* emplo 3 ’’ee could subscribe for 
shares of the compans^s 5 per cent prefen-ed stock at par. 
Shortl}’- thereaftei’, subscriptions of $2,700,000.00 were re- 
ceived, and warrants were issued e4idencmg the subscriptions. 
Pajunent, was made by monthly pa 3 ToU deductions over a 
5-yeai' period ending July 1, 1945. Any subscriber who wished 
to withdraw at any time during that period could receive in 
casli the amoimt he had paid in (subscriptions of 8550,000.00 
were thus canceled), but those who completed their pa^unents 
by July 1, 1945, were to receive in addition to their stock a 30 
per cent cash bonus representing a contribution bj* the com- 
pany. 

On Jime 1, 1944, an amended plan was perfected whereby 
all the continuing original-plan subscribers relinquished their 
subscription warrants for warrents under the new plan and 
received iimnediateh’ a cash bonus equal to 30 per cent of the 
face of their subscriptions. A total of 8630,000.00 was paid on 
that date by the compan 3 ’ to subscribers who had completed 
the paAunent of their subscriptions. The new warrents gave 
the holders the option of recehing: 

(1) At am* time prior to Julj* 1, 1949, their prorata share 
of the stock in the fimd, or 
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(2) At any time after July 1, 1949_. eitlier (a) their pro- 
rata share of the stock in the fund as at vTiily 1. 1945. or (b) 
cash m the amoimt of 70 per cent of their original subscriptions 
paid in. 

You are requested to certify to the consoHdated balance 
sheet of the Smith Coal Company and subsidiaries and the 
parent company's balance sheet. Show how you would reflect 
the ftmd. if at all. on each of the two balance sheets. Give 
reasons for yom decision to include or exclude the fund on each 
balance sheet. 

An after-closing trial balance of the fund at December 31, 


1945, follows: 

Debits 

Cash S 50,000.00 

Subsrriptioas 2,150,000.00 

Securiaes 2,1P5,00'0.00 


$4.395.000.00 

Credit? 

SubscrTc^rs" \rarniats $2,150,000.00 

Sub?er:ber?‘ paj-ments on subscriptions. . 2,130,000.00 

Piiii-in surplus 15.000.00 

Earned s-urpius 100.000.00 


$4.39.5.000.00 

The trial-balance caption. “Securities. represents the cost 
of 27.000 shares of Smith Coal Companvs 5 per cent cumula- 
tive-preferred stock purchased prior to July 1, 1945, the quoted 
market value being -S50.00 per share at December 31, 1945. 
"Subscribers’ pa^nnents" include partially paid subscriptions 
of 630.000.00. all belonging to former employees inehgible to 
p?.rticipate in the new plan. “Paid-in surplus^' represents the 
excess of the company's cash contributions over bonus pay- 
ments. "Earned sui-plus" consists of the excess of diridends 
received over expenses paid. 

PROBLEM 107 
CoXSOLinATEOX Elimix.atiox 

A Corporation is the owner of S.OOO shares of the nonvoting, 
S5-cumulative. no-par-value preferred stock and 15.000 shares 
of the no-par-value common stock of B Company. These 
shares were acquired as follows: 
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Preferred Common 

Date Shares Cost Shares Cost 


Purchases — 

Febniar}' 1, 1943 2,000 $174,000 

July 1, 1940 o’oOO 453,000 4,000 S 35,000 

Jamiars* 1, 1944 6.000 150.000 

December 31. 1944 1,000 91,000 2*000 50,000 

Stock dividend — 

Jamian- 1, 1945 3,000 45,000 


S,000 $720,000 15,000 $280,000 


B Company's common stock in the amount of 16,000 shares 
i5*as issued on January 1, 1929, in exchange for all the net assets 
of M Company; the net -vrorth of the j\I Company at the time 
of the reorganization was §266,000 and the difference between 
tills figine and §320,000, the stated value of the 16,000 shares, 
was added to the hlachinery account. Preferred stock of 
10,000 no-par-value shares was issued and sold to the pubhc 
on July 1, 1931, by investment banlcei's at §105 per share; the 
repurchase price in voluntary or involuntary hquidation or m 
nny reacquisition was fixed at §100 per share. Upon receipt 
by the company of the net proceeds of §980,000, the director 
gave to the preferred shares issued in exchange a stated value 
of §40 per share and authorized a credit of §580,000 to sm-plus. 
A stock diAidend of 4,000 conunon shares was issued on 
January 1, 1945, to the common stocklioldei's; the stated value 
on B Company's books was the basis of the entry crediting 
A Corporation's earned-surplus account. On December 31, 
1946, 2 years’ of the 3 years' dmdends then cumulated were 
paid in cash to preferred stocklioldei's. 

Following is a surplus analysis: 


Period to 

From 

Capital 

Stodv 

Net Profit, 
after All 
Proper Charges 

Dhudends 

Balance 

June 30. 1931 


$ 20,000 


$ 20.000 

Jxilv 1. 1931 

Januarv 31. 1933 

. $580,000 

535,500 

$203,000 

600.000 

932.500 

June 30. 1940 


783.300 

615.000 

1.100.800 

December 31, 1943 


$2,000 

287,000 

895.800 

December 31. 1944 


2.000* 


893.800 

Jamiar\' 1, 19-15 



60.000 

8:13.800 

December 31, 1946 


154,200 

100,000 

888,000 
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By means of one journal entrj*, accompanied by suitable 
explanations, sbow bo\r you -svould reflect any or all of these 
items in the eliminations column of a consohdated "worksheet. 
Give your reasons for omitting any item. Show also how 3 'ou 
"would displa}' n"unority stockholders' interests on the con- 
solidated balance sheet. 


PROBLEM lOS 
Axautsis of Rzorgaxizatiox 

The I'niversal ^Manufacturing Company* was xmable to meet 
the semiannual interest payment due September 1 , 1941, on 
its 6 per cent first-mortgage bonds and on its 7 per cent gold 
notes, both issues maturing IMarch 1, 1948: the principal 
amounts outstanding at the date of default were 83,250,000.00 
and 81.700,000.00, respectiveh*. At the instance of the inden- 
ture trustees, receivers were appointed to take over the assets 
and to continue the operation of the compam* as at September 
1 , 1941. On October 15, 1944, a petition was approved bj* the 
coiut authorizing a reorganization in accordance with the pro- 
■^dsions of the Federal Bankruptcy* Act, A plan of reorganiza- 
tion, efi'ective !March 31, 1945, was approved by the court; 
included therein were the follo'wing prorisions for the liquida- 
tion of existing obhgations: 

For each 8100.00 in principal amount of 6 per cent first- 
mortgage bonds ("with September 1 , 1941, and subsequent in- 
terest coupons attached), new securities to be issued as fol- 
lows: 

SoO.OO in principal amount of 6 per cent first-mortgage refunding bonds, 
dated Februarj- 1. 1945, and due in 10 years, and 

2.14 shares of Cias A stocli of no-par value. 

For each 8100.00 in principal amount of 7 per cent gold 
notes (with September 1, 1941, and subsequent interest coupons 
attached), new securities to be issued as follo"ws: 

$"20,00 in principal amount of 6 per cent refunding notes, dated Feb- 
niarj- 1. 1045. and due in 10 years, and 

1 share of Class A stock of no-par value. 

For each 8100.00 of general claims (trade accoimts pay'able, 
and so on, totaling 852,500.00), new securities to be issued as 
follows : 
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$20.00 in principal amount of 6 per cent reftmding notes, dated Feb- 
ruarj’ 1, 1945, and due in 10 j’ears, and 
1 share of Class A stock of no-par value. 

For each 5 shares of outstanding SlOO-par-value preferred 
stock (of which there is a total of 25,000 shares), 1 share of 
new Class B stock of no-par value will be issued. 

The 100,000 outstanding shares of SlO-par-value common 
stock are to be canceled without consideration. 

No profusions for intei'est accruing on the bonds and notes 
subsequent to September 1, 1941, have been entered on the 
records of the corporation. A capital-surplus account of 
$549,367.00 was created in a prior year through appreciation 
recognized from an appraisal of the land, buildings, and ma- 
chiner 3 u The earned-surplus account contained a debit bal- 
ance at December 31, 1944, of $2,163,058.29, which was re- 
duced at March 31, 1945, by the net profit to that date, per 
books, of $25,119.17. The minutes of the board of directors 
contain a resolution to charge the eamed-surplus deficit at 
]\'Iarch 31, 1945, subject to adjustments thereto, against the 
existing capital surplus 'and the surplus resulting from the re- 
organization. 

The court has approved, the fees of attomej’^ and others, in 
connection with the reorganization, totaling 8275,000.00, but 
no entry therefor has been made. The board of directors has 
also approved the pajunent of the above fees along with the 
foUovring unentered items, which appear to be proper, as 
charges against the existing capital surplus and the surplus 
resulting from the reorganization: 

Additional provision for losses on deposits in closed banks . S 150,000.00 


Additional provision for bad debts 50,000.00 

Write-off of rmamortized bond and note discoimt and 

expense 63,047.12 

Write-off of obsolete inventories 119,000.00 

Reduction of book value of abandoned plant to estimated 
salrage value 2,150,000.00 


A stated value has been placed by the board of directors on 
the new Class A stock of 810.00 per share, and on the new Class 
B stock of 81.00 per share. 

Fi'om the foregoing information, prepare the following: 
Statement of surplus accounts for the 3 months ended 
hlarch 31, 1945. 
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Statement showing the obUgations liqiiidated in reorganiza- 
tion, the new securities created, and the resulting increment 
from each class of habhitr liquidated, as at hlainh 31, 1945. 

PROBLEM 109 

Balajs'ce Sheet of jMuxiciPAniTr 

In connection with an accounting sj'stem j'ou are develop- 
ing for the ciri- of Highland, you are required to prepare a 
balance sheet as at the effective date of the installation, June 
30, 1945, composed of three independent funds: 

General and simdrj* funds 
Bond-redemption fund 
Property' fund 

Various data have been assembled from the memorandum 
records heretofore maintained by the city. All cash is depos- 
ited in a single bank accoimt, and the bank statement at June 
30, 1945, indicates an imdrawn balance of $95,154.20; cash 
warrants for current expenses, dated •during the period from 
hlay S to Jime 30, 1945, were outstanding at that date in the 
amoiuit of $4,208.76. 

Separate tax-le^y rates are extended for general corporate 
piuposes and for bond principal and interest pmposes. The 
rates for the yearn ended Jime 30, 1942 to 1945, both inclusive, 
produced the following tax assessments, of which it has been 
esthnated that 95 per cent viU ultimately be realized, because 
of abatements and other losses in collection : 

Corporate Debt 
Year Ended June 30 Lerj- Levj* 


1942 

$376,447.20 $102,319.20 

1943 

329,186.40 

97,426.80 

1944 

315,002.80 

95,107.60 

1945 

331,976.20 

99,042.00 


Cash collected to June 30, 1945, on the foregoing levies re- 
vealed the following totals: 


?354, 190.27 S 96,075.14 

1943 306,486.29 90,417.09 

1044 2S7.736.05 SG.5S3.72 

1945 291.521.70 86,118.62 
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Uncollected watei' bills and licenses amounted to 84,875.60, 
subject to an estimated reserve of 10 pei' cent for bad debts. 

Inventories of materials and supplies amoimted to 811,- 
019.81. 

Unpaid salaries and vages aggregated 85.880.73. 

A single 20-yenr bond issue of 81,000,000.00, dated July 1, 
1941, bearing interest at 4 per cent pei- aimmn payable semi- 
annually on January* 1 and July 1, represented the only funded 
debt of the city. It bad been sold at par. The proceeds from 
tbe sale of these bonds, except for 825,150.00 vMch can be 
used only for nev construction, vere expended for a nerr cit^' 
ball and pai-k. Tbe minutes of tbe city coimcil contain sched- 
ules indicating that annual tax le^■ies are to be made for debt 
sei'rice diu'ing each of tbe 20 fiscal years ending June 30 to 
p^o^■ide- (a) approximately equal amoimts for tbe ultimate 
retirement of the principal and (b) inteiest accruing dming 
that ye£a\ 

During tbe 4-year period, bonds of a face value of 8175,000.- 
00 have been reacqubed at p.ar and they have been responsi- 
ble for saA*ings in intei'est disbiusements totaling 810,500.00 to 
January 1, 1945, mclusive, tbe date of tbe last semiannual pay- 
ment. No charges are to be made to the bond-redemption 
fund for admbiistrative or tax-collection ovei'bead. 

Properties, consisting of land, buildings, and equipment, 
have been valued at cost, 82,317,204.00; accrued depreciation 
on a straigbt-bne basis amounts to 8489,076.47. 


PROBLEM 110 
Trevsvrt-stock. Accouxt 

Following are tbe details of an accoimt called '‘TreasurA' 
Stock” wliicb appears as an asset in tbe amount of 837,256.00 
on tbe Jime 30, 1947 consolidated balance sheet of tbe Apex 
Company: 

Date Explanations Debit Credit 

(a) 1-4-37 C-apitalstockof Apex, Inc. (r be predecessor 

company, dissolved after reonnmization 
on 1-4S7) S 5,000 

(b) 1- 4-37 All of the capital stock of Apex yevr York, 

a distributor subsidian*, establisbed in 
1930 


15,200 
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(c) 1- 4-37 Common stock, recorded at SlOO par value, 

resen’ed for management boniises: issued 
in 1947, 40 shares, and in 1944, 53 shares; 
on hand in 1947, 47 shares 14,000 

(d) 5-31-39 38 shares of prefe red stock repurchased 

from company’s vicepresident at Silo per 
share; originally purchased by him in 
1937 at S103 per share 4,370 

(e) 12-15-42 276 shares of common stock repurchased on 

open market at 35 9,660 

(f) 12-31-45 Fractional shares remaining undistributed 

from dividend paid in common stock: 

25}'4 sliares 82,550 

(g) 2- 1-46 Sales for cash of 81 shares of stock repur- 

chased in 1942 8,424 


Comment briefly on each of these items, explaining what 
further coiporate action, if an}^, should be taken on them, 
what additional information j’^ou would require before dispos- 
ing of them, and how you would probably adjust the accoimt 
and show these amounts in the balance sheet. Your answer 
should be in narrative form and no figures need be cited. 


PROBLEM 111 

Interest and SuEsroiARiES 

From the information foUovdng, compute the interests of 
parent company and minority stockliolders in the earned sur- 
plus and current year’s earnings of subsidiaries, using the basis 
established by the company. 

Bryan Oil Co. holds a controlling interest in 5 subsidiary 
companies which were established by it in past j'^ears to take 
over certain acquired marketing outlets. The charter of each 
of these companies provides that if preferred-stock di\ddends 
are in arrears for 3 or more j’ears, voting control will pass to 
the preferred stockholders. Hence, in the process of consoli- 
dating the accounts, subsidiary earnings or losses have always 
been divided between majority and minority interests, as 
follows: 

(1) Profits, after deduction of preferred di5ddends for the 
year, are di^^ded on the basis of common-stock ownership. 

(2) Losses, after pro5ision for preferred dividends for the 
year, are absorbed in their entirety by the parent compan 3 \ 

Data relating to the subsidiaries and stock ownership there- 
in follow: 
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The Series A bonds were issued December 31, 1932, in the 
amount of 83,000,000.00, maturing 8100,000.00 on December 
31 each year from 1935 to 1940, inclusive, 8200,000.00 on De- 
cember 31 each year from 1941 to 1946, inclusive, and the bal- 
ance of 81,200,000.00 on December 31, 1947. The companj" 
met each maturity when due until it defaulted on the Decem- 
ber 31, 1943, maturity. On December 31, 1944, however, it 
corrected this default b}* pajunent of both the defaulted and 
cun-ent maturities, or 8400,000.00. The original amoimt of 
bond discount on this series was 8175,500.00, and amortization 
up to and including December 31, 1942, was pro^dded in ac- 
cordance with the compan 3 '’s amortization schedule; this 
schedule, computed on the bonds-outstanding method and 
verified and accepted bj' jmu, indicates that amortization 
should have been prortded in the amoimts of 810,000.00 on 
December 31, 1943, 89,000.00 on December 31, 1944, 88,000.00 
on December 31, 1945, 87,000.00 on December 31, 1946, and 
86,000.00 on Decembei’ 31, 1947. You are informed hj the 
companj^’s accountant that, upon the default of the December 
31, 1943, maturitj', the treasurer had directed that the remain- 
ing unamortized balance of bond discount applicable to this 
^ue be written off in 5 equal installments from December 31, 
1943, to December 31, 1947, inclusive. 

The Series B bonds were issued December 31, 1937, in the 
amount of 81,250,000.00, the entire issue maturing December 
31, 1950. As of December 31, 1939, however, the companj^ 
called and retued 8500,000.00 principal amoimt of this series 
as required b}’ the trust indenture because of the sale of part 
of the mortgaged property’ securing the issue. The original 
amount of bond discount on this series was 878,000.00, and 
prortsion has been made for amortization at the rate of 
86,000.00 each ^’■ear. 

The Series C bonds were issued December 31, 1938, in the 
amount of 8750,000.00, the entire issue maturing December 
31, 1945, but the compand' is obhgated to make sinking-fund 
deposits with the trustee as of December 31 each 3 'ear for re- 
tirement of these bonds. The amount of such sinking-fund 
deposit required under the trust indentiue is 20 per cent of the 
adjusted net earnings as therem defined, and the company' maj’- 
turn in to the trustee in fulfilment of tire sinking-fund-deposit 
requirement bonds of tliis series at cost. The company lias 
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purcliased bonds to meet its sinldng-fund requirements on tbe 
basis of the foUoTving: 


Adjusted Price Paid 

Year Yet- Earnings for Bonds 


1939 $SS2.000 9S 

1940 427.500 95 

1941 127,500 S5 

1942 None 

1943 Xone 

1944 552,000 92 


The original amoimt of bond discount on this series vras 
^o.OOO.OO, and the management, estimatiug that the com- 
panY's earnings would require sinking-fund deposits sufficient 
to retire the series in 5 years, ordered that the discount be 
amortized ovei* the first 5 years on the bonds-outstanding 
method on the basis of retuing one-fifth of the issue each year. 
The amortization schedule thus computed which you hare veri- 
fied and accepted provided for write-offs as follows: 1939 — 
$15,000.00: mo — $12,000.00: 1941 — $9,000.00; 1942 — 
$6,000.00; and 1943 — $3,000.00. However, after making the 
write-offs according to this schedule the first 2 years, the man- 
agement decided, because of the prospects of low earnings or 
losses, to spread the balance of $18,000.00 in equal annual in- 
stallments over the remainder of the term of the issue and has 
accordingly written off' $3,600.00 each year on this account. 

Prepare a journal entry for whatever adjustments you deem 
it necessary to make of unamortized bond discount at the 
balance-sheet date and of the profit-and-loss and surplus ac- 
counts. Also submit supporting schedules and explanations, 
and comment upon any alternative acceptable adjustments. 


PROBLEM 113 

DEFicxETN'cms ITxDzs Boxd Issue 

Parathon Distributing Company is a subsidiary* of Paragon 
Peather ^lills, Inc., and was organized in 1943 as the western 
outlet of its parent. Alost of the capital necessary for estab- 
hshing the subsidiary was derived from an issue of 4 ^ 14 % in- 
come bonds dated July 1, 1943. You have been retained by 
the trustee of these bonds for the purpose of preparing a state- 
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ment of financial position of Parathon which may be sent to 
debenture holders. Following are trial balances of Parathon; 



Dec. 31, 1945 

Dec. 31, 1946 

Debits 

after Closing 

before Closing 

Interest expense 

Amortized debt discount 

Depreciation expense 

Bad debts 

Property and income taxes 

Merchandise sold (purchased from Paragon) 

Operating expenses 

Building and equipment, at cost 

Inventories, at cost 

Unamortized debt discount 

Customers accounts 

Dividend paid 

Cash 

$235,100.00 

84,470.80 

25,000.00 

246.510.00 

190.927.00 

$ 22,500.00 

2,000.00 

12.581.00 

31.040.00 

208.905.00 
1,735,286.00 

868.318.00 

242.600.00 

89.434.00 

23.000. 00 

302.496.00 

15.000. 00 

182.522.00 


$782,015.00 

$3,735,682.00 

Credits 



Sales 

Reserve for bad debts 

Common capital stock 

Accrued taxes 

Accrued interest 

Reserve tor depreciation 

Accounts payable for operating expenses . . . 

Income bonds (due July 1, 1958) 

Earned surplus 

$ 8,500.00 
10,000.00 

87.767.00 

11.250.00 

15.238.00 

131.000. 00 

500.000. 00 

18.260.00 

$2,887,000.00 

35.200.00 
10,000.00 

212,189.00 

22.500.00 

23.647.00 

26.886.00 
500,000.00 

18,260.00 


$782,015.00 

$3,735,682.00 


The income-bond indenture provides as follows; “Commenc- 
ing with the calendar year 1946 Paragon guarantees that the 
net earnings of Parathon shall be not less than 200 per cent of 
interest falling due [on this issue] each year. ‘Net earnings’ 
are hereby defined to mean the excess of cash income received 
over cash expense disbursed before interest and dividend de- 
ductions. Paragon further guarantees that if bonds of this 
issue are outstanding at the end of any calendar year, the 
value, not exceeding market, of the tangible assets of Parathon 
shall be not less than 150 per cent of all its [Parathon’s] funded 
debt. Parathon shall, upon the determination of the existence 
of either or both of these deficiencies, bill Paragon for the 
total amount thereof, and shall adjust its balance sheet in 



PHOBLEM 114 


229 


such a manner as to reflect such guarantees. Paragon shall 
pay the billed amount to Parathon wdthin a period not greater 
than 50 days after the date of such bilhng.” 

Additions to Buildings and Equipment as shown by the 
books totaled 814,200.00 for the year. Equipment which had 
cost 86,700.00 was sold for 84,956.00, and the difference was 
charged to the reserve for depreciation. Certain building im- 
provements amounting to 82,428.00 were added dming the 
year but were erroneously chai'ged to depreciation reserve. 

1944 receivables collected during the year, charged off in 
1945, and amounting to 81,260.00, were credited to the bad- 
debt reserve; 85,600.00 of 1945 accounts were charged off in 
1946 against the reserve, and the remaining 1945 accounts 
were collected. 

The mai'ket value of inventories at December 31, 1945 ex- 
ceeded cost; one j’^ear later the market was less by the amount 
of 822,510.00. 

You are asked to prepare a balance sheet of the Parathon 
Distribution Company at December 31, 1946, and a schedule 
shovdng the computation of the deficiency, if any. 


PROBLEM 114 

Consolidated Financial Statements 

You have been requested to furnish financial statements for 
XYZ Companj’- and consohdated financial statements for XYZ 
Company and subsidiaiy companies, together vdth the neces- 
saiy adjusting and eliminating entries. 

You have completed your audit of these companies for the 
yeai’ ended December 31, 1944, and have prepared the follow- 
ing statements of the indi'vddual companies: 

Balance Sheets — ^December 31, 1944 


A' YZ A B CD 

Assets Company Company Compand- Company Company- 


Cash S 100,000.00 S 10.000.00 $ 10,000.00 S 5,000.00 S C.000.00 

Rcco!\-ahlcs 200,000.00 50,000.00 100,000.00 140.000.00 60.000.00 

Inventories 100,000.00 40,000.00 40,000.00 60,000.00 70,000.00 

Prepaid expenses 10,000.00 5,000.00 5,000.00 4,000.00 3,000.00 

ln\'cstments in and _nd- 
XTinces to subsidiary 
companies — 

Stocks 500,000.00 

6% bonds, at par 

x-alue 250,000.00 

6':^ notes 125,000.00 

Accounts 110,000.00 

Ile.al Estate 50,000.00 25,000.00 30,000.00 10,000.00 10,000.00 
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BuOdinR macHneij' and 

equipment 500,000.00 300,000.00 200,000.00 100,000.00 100,000.00 

Be^cn-e for depreciation . . 100,000.00* 65,000.00* 40,000.00* 22,000.00* 25,000.00* 

Total assets $1,545.000.00 $365.000.00 $345.000.00 $297.000.00 $224,000.00 


liabilities 

Notes paa-able $ 100.000.00 S 25.000.00 S 50,000.00 S 30,000.00 S 20,000.00 

.Accounts' pavable 100,000.00 30,000.00 25,000.00 40.000.00 15,000.00 

Bonds outstandins 300.000.00 100.000.00 150.000.00 100,000.00 125,000.00 

Capital stock outstandins 1,000.000.00 100,000.00 200,000.00 100,000.00 100,000.00 

Capital surplus 75.000.00 

Earned surplus 270,000.00 110,000.00 $0,000.00* 27,000.00 36,000.00* 


Total liabilities $I.S45.000.00 $365.000.00 $345,000.00 $297,000.00 $224.000,00 

*Red. 

Statements of Profit and Loss 
Year Ended December 31, 1944 


X rz A B c D 

Particulars Company Company Company Company Company 

Net sales $2,000,000.00 $1,000,000.00 $400,000.00 $400,000.00 $500,000.00 

Deduct— Cost of sales. . . 1,727,500.00* 783,700.00* 325,000.00* 323,550.00* 391,900.00* 

Selling, administrative, 

and general expenses 200,000.00* ICO.OOO.OO* 100,000.00* 110,000.00* 60,000.00* 

Interest received 22,500.00 

Discounts earned 2,000.00 1,000.00 500.00 750.00 500.00 

Miscellaneous 77.000.00 200.00 100.00 600.00 100.00 

Bond interest IS.000.00* 6.000.00* 9,000.00* 6,000.00* 7,500.00* 

Other interest 6,000.00* 1,500.00* 3,000.00* 1,800.00* 1,200.00* 

Net profit or loss* 

for year $ 150,000.00 $ 60,000.00 $ 40,000,00 * $ 40,000.00 * $ 40,000.00 


Earned Surplus at December 31, 1944 

Balance, Jantiarj- 1. 1940 S 10,000.00 $50,000.00* $25,000.00 $25,000.00* 

Net changes, Januarj' 1, 1940, 

to December 31, 1943 $320,000.00 90.000.00 10,000.00 52,000.00 51,000.00* 

Profit for year 1944 150,000.00 60.000.00 40,000.00* 40,000.00* 40,000.00 

Dividends paid 200.000.00* 50.000.00* 10,000.00* 


Balance, December 31, 1944 $270,000.00 $110.000.00 SSO.OOO.OO * $27.000.00 $36,000.00 * 

♦Red. 

XYZ Compan}* was organized as at January 1, 1940, Yuth an 
authorized capital stock of 81,000,000.00, wliich was issued for 
properties, inve.stnients, and other assets, subject to certain 
liabilities and recorded on the books at the net value of $1,075,- 
000.00, 875,000.00 haiJng been credited to paid-in surplus. 
Investments in subsidiaries were as follows: 

■A.cquired 1-1-10 Acquired 7-1-14 Balance 12.31-44 

Subsidiary Par Value Cost Par Value Cost Par Value Cost 

A $100,000.00 $160,000.00 $100,000.00 SIGO.000.00 

B 200,000.00 190,000.00 200.000.00 190,000.00 

C 80,000.00 90.000.00 $0,000.00 90.000.00 

D 60,000.00 52,000.00 $10,000.00 SS.OOO.OO 70.000.00 60,000.00 

Tot-al $440,000.00 $192.000.00 $10.000.00 $5.000,00 $450,000.00 $500,000.00 

Sales in 1944 by XYZ Company to subsidiaries, wliich in- 
cluded a profit of 10 per cent of the selling price (714 per cent 
in 1943), were as follows: 
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-•1 Gompany. 
B Gompany 
C Gompany, 
D Company. 

Total. 


S 400,000.00 

200.000.00 

200,000.00 

200.000.00 


Sl.000,000.00 


Inventories of subsidiaries contained merchandise pm- 
chased from XYZ Company as follows: 


gnbsidian- 12-31-1943 12-31-1944 


A Company $ 40.000.00 S 30.000.00 

B Gompanv 30.000.00 25.000.00 

C Company 35.000.00 40,000.00 

D Comp.any 50.000.00 65,000.00 


Total $155,000.00 $:160.000.00 


hlisceUaneoiis income ($77,000.00) of the XYZ Company 
consisted of dividends. $58,000.00, and seridce chai'ges, $19,- 
000.00, received from subsidiaiy companies as follows: 

Serv'ice 

Dividends Charges 


.4 Comp.any $50,000.00 $ S.000.00 

B Comp.any 3.000.00 

C Company $,000.00 3,000.00 

D Company 5.000.00 


Total $5S.000.00 $19,000.00 


The sendee charges have been added to cost of sales by the 
subsidiaries. 

It was decided that adjustment should be made as at De- 
cember 31, 1944. for a reseive for loss on investments in sub- 
sidiaries, on the foUovdng basis: 

(a) The amoimt of book values of investments in stocks of 
subsidiaries in excess of the underhung equities at the dates of 
acquisition should be charged to paid-in smplus to the extent 
of the balance in that accoimt, and the remainder to eai’ned 
surplus. 

(b) Losses from the date of acquisition to December 31. 
1943, in excess of the current year's earnings should be charged 
to earned surplus. 

(c) Losses for the current year in excess of profits from ac- 
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quisition to December 31, 1943, should be charged to profit and 
loss. 

(d) Profits should not be taken up except to offset losses. 


PROBLEM 116 

Bond Discount upon Refunding 

As at November 1, 1945, A Company refunded its unde- 
faulted outstanding obligations into a single issue of 43^ per cent 
first-mortgage bonds, due in 6 equal biennial installments from 
November 1, 1947, to November 1, 1957. The new issue was 
sold to bankers so as to yield the company 97 after all expenses. 

Details of the old issues foUow: , 

Unamortized 

Discount 
and Expense 
(Bonds- 
Outstanding 
Principal Basis) at 


Nature of Obligation Maturity Unpaid Nov. 1, 1945 


First-mortgage 6% notes. May 1, 1950 8450,000.00 $13,500.00 

514 % purchase-money ob- 
ligations 810,000.00 each Jan. 1 60,000.00 1,150.00 

{ 860,000.00 Mar. 1, 1946 ) 

7% debentures 60,000.00 Mar. 1, 1947 \ 210,000.00 1,550.00 

I 90,000.00 Mar. 1, 1948 ) 


Totals 8720,000.00 816,200.00 


Compute on two or more bases the discount and expense to 
be charged to profit and loss for the two remaining months of 


1945. 


PROBLEM 116 

Application of Funds 

From the following unclassified data taken from the com- 
parative balance sheets and the books of the Rale Manufac- 
Wing Company, prepare a statement of apphcation of funds 
for the year ending December 31, 1944. 

Increases or causes of increases in balance-sheet accounts — 

Provision for depreciation on buildings 8 6,000.00 

Building, representing cost of new ndng 52,000.00 

Machinerj', representing — 

New mnchinerj’- purchased 828,000.00 

Less — Machinciy^ sold for 87,000.00 (profit in- 
cluded as current operating income), cost 10,000.00 18,000.00 
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Ten-year sinking-fund first-mortgage bonds sold at 90 on Jan- 

uar\- 2, 1944 T. T 200,000.00 

Unamortized bond diseormt at December 31, 1944 IS.000.00 

Sinking-iimd cash 20,000.00 

Sinking-fund reserve (charged to surplus) 20,000.00 

Net operating profit for j-ear ending Dec^ber 31, 1944 250,000.00 

Prepaid life-insurance premiums (prepaid to December 31, 1946).. 24,000.00 

Dividends receirable on life-insurance policies (offset crated to 

surplus) 2,500.00 

Cash surrender value of life-ii^urance policies (offset credited to 

surplus) 9,000.00 

Decreases or causes of decrease in balance-sheet accounts — 

Re^rve for fire loss, consisting of cost of replacing building de- 
stroyed by fire, $75,000.00; less annual credit to account, 

chafed to operations as an expense, $5, (KXI.OO 70,000.00 

Reserve for depreciation on machinery representing — 

Depreciation accrued on machinery sold $ 6.000.00 

Less — ^Depreciation charged to operating expense.. 5,500.00 500.00 


Patents tvritten off 2,000.00 

Preferred stock retired at a premium of lOScj vrhich premium 

was charged to surplus: par value 300,000.00 

Dividends paid on preferred and common stocks 75,000.00 

Decrease in working capital 149,500.00 


PROBLEM 117 

Xet-Worth Analysis 

On ]May 1, 1944, the heirs of John Smith, deceased, organ- 
ized the John Smith iSIachine Corporation with an authorized 
capital of $25,000.00 for the purpose of acquiring and operating 
the John Smith Alachine TTorks, a sole-proprietorship belong- 
ing to the estate of John Smith. Accordingly, the entire cap- 
ital stock of the corporation, consisting of 250 shares with a par 
value of $100.00 per share, was issued to the estate in exchange 
for the net assets of the business as existing at April 30, 1944, 
excepting the land and the biulding which were retained by the 
estate. The stock received by the estate was immediate!}* dis- 
tributed to the heirs. Before April 30, 1945, the corporation, 
in exchange for its promissor}* note amounting to $20,000.00, 
acquh'ed from certain of the stockholders, for cancellation and 
retirement, four-ninths of the outstanding capital stock. 

The corporation continued to use the books of the pro- 
prietorship without making an adjustment for the changes in 
the capital structime of the business. 

From the above particulars and following information, pre- 
pare the net-worth section of a balance sheet of the corporation 
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as of April 30, 1945, giving effect in detail to all changes occur- 
ring to the business during the year. 


Trial Balance — ^April 30, 1945 
Accounts Debit Credit 


Cash in bank S 14,385.98 

Accounts recei^'able 16,235.47 

Reserve for doubtful accounts S 2,150.00 

Unexpired insurance premiums 465.39 

Inventory of work in process, April 30, 1944.. . 2,834.69 

Capital stock purchased 20,000.00 

Land 26,350.00 

Building 28,475.35 

Resen’e for depreciation of building 11,959.65 

Machinery' 53,964.72 

Reserve for depreciation of macliiner}' 42,637.98 

Accounts payable 2,897.71 

Note payable on purchase of capital stock 20,000.00 

Capital account of proprietorship April 30, 

1944 84,566.29 

Sales 54,553.28 

Material 12,378.49 

Labor 18,493.26 

Factory expenses 8,962.43 

Depreciation, building, S569.51; machiner}', 

$5,396.47 5,965.98 

General ex-penses 10,253.15 


Totals $218,764.91 $218,764.91 


Inventorj’- of work in process, April 30, 1945.. . $ 2,619.50 


PROBLEM 118 

Cost Analysis and Operating Statement 

The Electrical Manufacturing Company manufactures and 
distributes radios tlirough jobbers. National Distributing 
Corp. buys radios on a cost-plus contract wliich contains the 
following proxdsions: 

1. Electrical Manufacturing Company is to furnish its 
standard models under the National trade name. These are to 
be sliipped F.O.B. factory as completed. 

2. National is to be billed during the year for radios shipped 
at the folloiring unit prices; Model A, $10.00; Model B, S20.00; 
Model C, S30.00. 

3. Prices are to be adjusted at the end of the year to average 
factory cost figured at the closest cent per unit plus a 10 per 
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cent aUo^vance to cover shipping, general, and administrative 
expense and profit. In figuring factor}' cost, average material 
and labor costs for radios completed during the year are to be 
used and burden is to be figured by departments based on an- 
nual departmental cost vrithout considering labor and burden 
in process at the beginning of the year. Any differences dis- 
closed as a result of your investigation are to be prorated be- 
tveen ending mventories and cost of sales on a proportionate 
basis. 

You are requested to prepare: 

1. A statement of profit and loss for the year ended Decem- 
ber 31, 1945, showing detail of cost of sales. Ignore any pro- 
•^•ision for Federal income tax. 

2. A statement of imit costs of production for the year ended 
December 31, 1945. 

3. A statement of the account with National Distributing 
Corp. as of December 31, 1945. 

The trial balance of Electrical Alanufacturing Company as 
of December 31, 1945, follows: 


Account 

Casii 

Accounts receivable — general 

Xationai Distributing Corp 

Inventories 

Land, buildings, and equipment 

Beserve for depreciation 

Accounts parable 

Capital stock 

Earned stupros 

Xet sales 

Cost of sales 

Burden absorbed in productron 

Cabinet-siiop expense 

klacbine-sliop expense 

Assemblv-department expense 

Building expense 

Recerving expense 

Warenouse and shipping expense 

SeUinn and administrative expense 


Debit Credit 


S 250.000.00 

27.5.000. 00 

12.5.000. 00 

425.000. 00 
lJ>2-5, 000.00 


2,900,000.00 


2.51.600.00 
227.0-00.00 
220.200.0'0 
lOO'.OOO.OO 

25.6->5.0<0 

61-5CK).C»0 

374.162.00 


-S .340.000.00 
195.000.00 
1,200.000.00 
.5-50.000.00 
3,4,50,000.00 

70-5,100.00 


§.►5.440.100.00 


§6,440,100.00 


Yonr examination discloses the following facts: 

1. Building expense is to be divided on the basis of Soor 
space as follows: cabinet shop, 30 per cent: assembly depart- 
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ment. 30 per cent; macMne shop, 25 per cent; ^ecei^ing de- 
partment, 5 per cent; warehouse and shipping. 5 per cent; and 
general office, 5 per cent. 

2. Inventories at December 31, 1945, as shown by the rec- 
ords, were as follows; 


Particulars Material Labor Burden Total 


Raw material $120,000.00 ? 120,000.00 

Work in nrocess — 

Cabinet shop 6,500.00 S 6.000.00 $ 7,500.00 20.000.00 

Machine shoo 7.000.00 6,000.00 12.000.00 25.000.00 

Assemblv department . . 20,000.00 12.000.00 13.000.00 45.000.00 

Finished radios So, 000.00 55.000.00 75.000.00 215.000.00 


Total S23S.500.00 ? 79.000.00 S107.500.00 S 425.CKX).00 


3. Finished radio accounts are analyzed as follows: 

Particulars Model A Model B Model C Total 


Production transferred 
from work in process: 

Material $4S0, 000.00 $ 922,400.00 $279,000.00 $l,6Sl,400.(X) 

Labor — 

Cabinet shop 44.000.CK3 136,000.00 40,000.00 220,0(».00 

Machine shop 20,000.(X) 75.000.00 15,000.00 110.000.00 

Assembly dep.arnnent. 72,000.00 156,000.00 52,000.00 2S0, 000.00 

Burden — 

Cabinet shop 55,000.00 165,500.00 50.000.00 273,500.00 

M.achineshop 40,000.00 145.000.00 SOjoOO.OO 215,000.00 

Assembly department, 54.000.00 119,100.00 39,000.00 212,100.00 


$765,000.00 $1.725.(K)0.00 $505,000.00 $2,995,000.00 
Inrenton,- Januarj- 1 10,000.(X) 90,000.00 20,000.00 lOO.OOO.tK) 


$775,000.00 $1,515,000.00 $525,000.00 $3,115,000.00 
Sold 750.0CK).00 1.700,000.00 450,000.00 2,900.000.00 


Im-entoiyDecemberSl... S 25.000.00 $ 115.000.00 $ 75.000.00 $ 215.000.00 


4. The statistical records show the following production and 
sales for the yesn: 


Particulars Model A Model B Mode! C 


In%-entoi-c Janu.ar^* 1 

1.200 

4.500 

SOO 

Produced 

SO.OOO 

100,000 

15,000 


S1.200 

104.500 

15,500 

Net sales 

75,200 

95,500 

12,500 


Inventory- December 31 3,000 6.CK>D 3,000 
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5. Inventories at January 1, 1945, vrere as follows: 


Particulars Material Labor Burden Total 


Raw material $ 80,000.00 S 80,000.00 

Work in process — 

Cabinet shop 8,000.00 $ 8,000.00 S 9,000.00 25,000.00 

Machine shop 10,000.00 4,000.00 6,000.00 20,000.00 

Assembl}’^ department 30,000.00 14,000.00 16,000.00 60,000.00 

Finished radios 50,000.00 30,000.00 40,000.00 120,000.00 


Total 8178,000.00 $56,000.00 871,000.00 8305,000.00 


6. The company maintains perpetual inventories and job 
costs, using the first-in, fii'st-out basis. Direct labor is charged 
directl}’’ to j obs and reconciled with the pajToll records. Bm-den 
is charged to jobs on the basis of arbitrarj’^ percentages of direct 
labor which must be adjusted at the end of the year. 

7. The phj’-sical uiventorj’^ at December 31, 1945, shows raw 
material of $115,000, a shortage of 85,000.00. Work in process 
is taken from job tickets which are found to be coiTect as to 
quantities, and which include material and labor priced at 
cost. The finished radio inventory’- is found to be correct as to 
physical quantities but contains 1,000 IModel C machines 
wliich had been rendered obsolete bj’’ engineering changes and 
which were sold in January, 1946, as a job lot for $20,000.00. 

8. It has been decided to charge the raw-material-inventorj’- 
shortage to recehdng expense and prorate that expense over 
material placed in production dming the year* and the remain- 
ing raw-material inventory. 

9. The account with National Distributing Corp. is 
anal 3 ’'zed from the books as follows: 


Shipments — 

hlodel A 40,000 @ 810.00 $ 400,000.00 

Alodel B 30,000 @ 20.00 600.000.00 

IModel C 10,000 @ 30.00 300,000.00 


81,300,000.00 

P.aj-ments on account 1,175,000.00 


Balance due 8 125,000.00 



Capital surplus, 
Earned surplus. 
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30,000.00 

35,900.00 


3293,500.00 


PRINCE MANDFACTTJRING CO. 
Condensed Statement of Income and Expense 
and Analyses of Smplus and Other Accounts 
For the Year Ended December 31, 1945 
C-ondensed statement of income and expense: 

Gross income 

Operating and general expenses — 

Cost of sales 

Operating expenses 

Provision for taxes 

Provision for depreciation on — 

Buildings 

Machinery 

General and administrative expenses 

Provision for doubtful accounts 

Total 

Operating income 

Other expenses — 

Interest and discotmt on bonds 

Loss on sale of capital assets 

Total 

Net income for the t-ear 

Anah-sis of capital surplus: 

Balance, December 31. 1944 

Add — ^Appraisal increase in land 

Total 

Deduct — ^Write-dovm of investment in atnhated company 

Balance, December 31, 1945 


Anaylsis of earned surplus: 
Balance, December 31, 1944, . 
Add— ' 

Profit on sale of investment 
Net income for the j'ear 

Total 

Deduct — ^Dividends paid 

Balance, December 31, 1945. . 


49.500.00 

27.750.00 


$377,950.00 


$195,000.00 


$110,000.00 

37.700.00 

2,000.00 

9.000. 00 

10.500.00 
9.950.00 

1.000. 00 


$1S0.150.00 


$ 14,S50.00 


$ 5.100.00 
200.00 


$ 5.300.00 


$ 9.550.00 


$ 30.000.00 
20.000.00 


$ 50.000.00 
500.00 


$ 49,500.00 


$ 35,900.00 

300.00 

9,550.00 


$ 45,750.00 
18.000.00 


$ 27,750.00 



240 


PROBLEM 120 


Bonds of a par value of 8100,000.00, due January 1, 1959, 
were issued January 1, 1939, @ 898.00. Additional bonds of 
a par value of 875,000.00 were issued December 31, 1945, at a 
discount of 82,100.00. All bonds bear interest at the rate of 
5 per cent. 

During the year 1945, the taxes for the enthe years of 1943 
and 1944 were paid. 

A sale of an investment was recorded as follows: 


Cash 810,300.00 

Investments — Outside companies 810,000.00 

Profit on sale of investments 300.00 

The sale of a building resulted in the following entry: 

Cash 8 1,300.00 

Loss on sale of capital assets 200.00 

Reserve for depreciation 500.00 

Buildings 8 2,000.00 


Accounts receivable in the amount of 8700.00 were charged 
against the reserve for doubtful accounts. 

Capital stock was sold at par in the amoimt of 810,000.00. 

PROBLEM 120 

COHRECTION OF INCOME STATEMENT 

From the follovdng information prepare the necessary ad- 
justments and a corrected statement of profit and loss : 

Alpha Betical Company, Inc., operates a department store 
in a midwestern city. Inventories of certain departments — 
restaiu’aut, candy, bakery, and so forth — are valued on the 
basis of cost, and have been reduced to the lower of cost or 
market. The inventories of the remaining sections are com- 
puted on the retail-inventory method. The inventories of the 
“retail departments” have been taken on the basis of selling 
prices appearing on the merchandise at the close of business at 
January 31, 1946; all of the required markdowns ha\dng been 
taken prior to the inventory and the inventory priced ac- 
cordingljA 

Several specialt 3 ’- departments are leased to concessionaires 
who suppl}’’ their ovm merchandise and pay their own invoices. 
Cash received on cash sales and the collection of charge sales 
are deposited in the regular bank account of Alpha Betical 
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CompanVj Inc. The net collections, after deductions of 10 
per cent on cash sales and 12}4 per cent on charge sales, are 
remitted to concessionaires monthly. 

The profit-and-loss tidal balance for the year ended Januarj' 
31, 1946, is as follows: 

Debit Credit 


Sales 

Eehimed sales 

I nventorj' — ^2 / 1 /45 

Purchases (net) 

Provision for shrinkage 

7^ loading account 

Administrative expenses. . . 

Occupancy expenses 

Publicity- expenses 

Bindng expenses 

Selling expenses 

Leased department income 
iCet loss 


Sl.o92.7(>3.00 

S 125.000.00 

177.000. 00 

065.000. 00 

12.000.00 

62.090.66 

99.000. 00 

130.000. 00 

65.000. 00 

45.000. 00 

210.000. 00 

17.500.00 

161.709.34 


Total 

$1,834,000.09 

$1.SS4.000.00 

Your investigation reveals that: 



(1) Sales and returned-sales accoimts are 

composed 

follows: 





ReUtrned 


Sales 

Sales 

Sales price — 



Retail deuartments 

$1,527,700.00 

$ 122J100.00 

Cost departments 

30,500.00 

800.00 

Additional chance for retailers' occupation tax — 


Retail denartments 

32.500.00 

1.S50.00 

Cost departments 

2.000.00 

150.00 

Total 

$1,592,700.00 

$ 125.000.00 


(2) Sales of leased departments of Slo5.000.00 and returns 
of leased departments of 814,500.00 are excluded from sales 
and returned-sales accoimts. 

(3) Inventor^' at 2/1/45 is composed as follott^: 

Cost departments ? 1,700.00 

Detail departments (including loading of 7^1 on 

net cost^ 175,300.00 

(4) Aggregate seliing prices of 2/1/45 inventory amoimted 
to $295,000.00. 
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(5) Purciiases consisted of following — 

Purchases, cost departments (net) ? 15.900.CK) 

Purchases, retail departments (net) SST.OOO.Sl 

7 Sir loading on not cost oi purchases; retail de- 
partments 62.090.G6 

(6) Aggregate selling prices of net purciiases for retail de- 
partments amounted to Sl.640,000.00. 

(7) Inventories at 1/31/46 were: 


Cost departments, st lotrer of cost or market S 2,103.00 

Retail departments at selling prices 476,003.00 


(S) Additional markup on purciiases of -$20,000.00 were 
taken during tlie j'ear. 

(9) Z'.Iarkdowns amounted to -SSS.OOO.OO and markdomi 
cancellations to $2,500.00 during the year. 

(10) The resen*e for loading account showed a balance of 
$11,468.22 as established at January 31, 1945, to reduce in- 
vent ort' to cost. 

(11) Resen’e for inventory shrinkage account at Januarj’ 
31, 1946, shows a balance of $12,000.00 accumulated by 
monthly protisions based on a percentage of sales. 

PROBLEM 121 
An'ai.tsi5 of Pool Operatioxs 

You are called upon to prepare the following financial state- 
ments of a certain pool: 

1. A statement, on the accrual basis, of income and expense 
for the 5 years ended December 31, 1945. 

2. Balance sheet as at December 31, 1945. 

The stock of the Bruce Manufacturing Company was held 
by Claire. Edna, and Bruce, none of whom were active 

in the management of the business. In order to retain the 
five key emploj'ees that constituted the active management 
and to dispose of part of their stock, the three Bruces con- 
tracted on Januar.' 1, 1941, with the five employees as follows: 

1. For a period of 5 yearn from the date of the contract, the 
corporation would pay the general manager, the pmchasing 
agent, amd the comptroller salaries of $1,000.00 per month each, 
and also a bonus of 10 per cent of the net profits of the corpor- 
ation, to be dirided equally among them. 
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2. For tlie same period, the corporation rronld pay the two 
sales managers together a commission of 5 per cent on all sales 
of the corporation, less all expenses of the Xevr York sales office, 
to be divided equally between them. 

3. In a separate contract, the present stockholders agreed to 
give to a pool organized by the five men the option to purchase 
on or before September 1, 1945, 60 per cent (1,S00 shares) of 
the outstanding stock of the Bruce ^Manufacturing Company 
at a price per share equal to S times the average annual per 
share earnings as follows: 

(a) Yet profits for each year are to have the following 
weight: 

1?41 1 

1942 2 

1943 3 

1944 4 

1945 5 

Any year showing a loss would be mcluded at only ils 

designated weight. 

(b) Yet profit or loss for each year is to be computed as 
follows: 

Profit after deducting profit-sharing bonus, less depre- 
ciation of S20.000.00 per annum on assets used in the busi- 
ness. and less interest paid or accrued on first-mortgage 
bonds in the following amoimt : 


1941 Slo.OOO.OO) 

1942 15.090.00 1 me interest rate ■vras re- 

1943 10.000.00 f duced from 69^- to 4% in 

1944 lO.OOO.OO I 1943 for a period o: 5 jears. 

1945 10.000.00.^ 


From the adjusted profits. Federal income tax at the arbi- 
trary- rate of 13f 4 per cent is to be deducted. 

The contract prorided for a deposit of S25,000.00 with an 
escrow agent upon exercising the option. The determination 
of the total price and terms of payment of the balance were to 
be agreed on after the close of the year 1945. 

In order to diride equally the income resulting imder the 
employment contracts, the five indiriduals, ^Martin Bailey, 
Glen Gregory. James Hartley, Elmer Yorth, and Harry Gra- 
ham. agreed to pool their income from commissions, salaries, 
and bonus — each member to have a 20 per cent interest in the 
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pool after allowing 81,000.00 per year to Bailey for acting as 
pool manager. 

For the 5 j'^ears ended December 31, 1945, sales, and so forth, 
of the Bruce j\'Ianufacturing Company were as follows: 


Expenses Total Profit- 

of Commissions Sharing 

New York Less Expenses Bonus Proht 

Sales of New York Paid to After 

Year Sales Office Sales Office Officers Bonus 


1941 $1,200,000 $32,000 $28,000 $ 6,000 $ 54,000 

1942 900,000 31,000 14,000 16,000* 

1943 1,300,000 35,000 30,000 8,000 72,000 

1944 1,500,000 40,000 35,000 13,000 117,000 

1945 1,800,000 42,000 48,000 18,000 162,000 


♦ Red. 

As at January 1, 1941, North and Graham, sales managers, 
owed the Bruce Manufacturing Company 820,000.00. The 
pool agreed to assume this liability and arranged to liquidate 
the debt by paying 25 per cent of the net commissions earned 
by North and Graham plus interest at 6 per cent on the unpaid 
balance at the begiiming of each year. Payments were made 
in accordance \sath this agreement. 

During the 5-3’'ear period ended December 31, 1945, the pool 
had the following additional transactions: 


Receipts — 

Dividends on Warner Mfg. Co. stock owned $15,500.00 

Interest on bonds of Bruce Manufacturing Company 4,800.00 

Loans on September 1, 1942, bearing 5% interest, from — 

Bailey 15,000.00 

Hartley 10,000.00 

Disbursements — 


1. Paid $11,000.00 per year to Bailey and 810,000.00 per 


year to each of the other pool members for each of 
the 5 yearn. 

2. Purchased — 

620 shares of stock in the Warner Mfg. Co. (prin- 
cipal supplies to the Bruce Manufacturing Com- 
pany) at an average price ol $60.00 per share 37,200.00 

$40,000.00 par value of first-mortgage 4% bonds of 
Bruce Manufacturing Company at an average 
price of $80.00 (interest payable June 1 and De- 
cember 1) 32,000.00 

3. Deposited with escrow agent on August 15, 1945, upon 

signif 3 dng intention to e.xercisc option to purchase 

stock of Bnice Manufacturing Companj', 25,000.00 

4. Sundr}' c.xiicnscs of pool 4,500.00 
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Hartley resigned as of December 31, 1945, to accept a more 
remunerative position vrith a competitor. The remaining 
members of tlie pool agreed to have the pool: 

1. Pm-cliase liis intexest in the pool at SO per cent of the book 
value of Ills interest as of Decembei- 31, 1945, based on the fol- 
io-wing valuations for the stocks and bonds held by the pool — 

Wai'ner hlfg. Co, stock S75 per share 

Bruce hlannfactming Co. bonds. . . SS5 

2. For the above pm-chase, pay him SIO.OOO on 12/31/45 
and the balance in 3 semiannual installments beadnning Julv 
1, 1946. 

3. Repay at December 31, 1945, the money borrowed from 
Hartley phis interest at the specified rate. 

PROBLEM 122 

AD.n7STMEXTS OF PROPERTY ACCOITXT 

The management of Company *4 has asked you to prepare 
anal.^'ses of the changes in the propeHy-plant-and-equipment 
account and the reser^*e-for-depreciation accoimt for the year 
1945, as follo'v\’s : 

Additions 

Retirements 

Ti'ansfei's 

Additions to reser^'es — 

(a) Tlu'ough charges to income accoimt 

(b) Through transfers 
Retkements charged to resem-es 
Transfeis from reser\-es 

The infoimation is reqiui'ed for Company .4, Company B (a 
subsidiaiy of Company A), and Companies .4 and B consol- 
idated. 

The companies follow the practice of making net monthly 
entries to the property accoimts and reseiY*es for depreciation. 

For your use in obtaining the above information, the follow- 
ing facts are available: 

Company 4 Company B 

Aceount Ivalanccs: 

Property, plant and equipment — 

At December SI, 1W4 

At December 31, 1945 


SISO.921.37 

209,763.57 


$39,865.42 

32,801.30 
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1945 tax-anticipation 

notes 23,000.00 

Accrued interest on 
notes at June 30, 

1945 450.00 

1945 Refunding 5% 

bonds due in 1950. . . 60,000.00 

4 } 4 % building-con- 
struction fund bonds. S 920,000.00 

Surplus: 

June 30, 1945 626,550.00 

December 31, 1945 . . 1,660,600.00 

Taxes leaded 293,500.00 

Allowance for loss and 

cost 21,000.00 

Tuition and fees 10,500.00 

Administrative expense 18,400.00 

Teachers’ salaries 118,000.00 

Janitors’ wages and 

supplies 24,200.00 

Plant upkeep 9,100.00 

Capital outlay — new 
equipment 18,000.00 


81,334,000.00 81,334,000.00 82,580,600.00 82,580,600.00 


Interest dates of the 1945 refunding bond issue are January 
1 and July 1. Interest dates of the buddiag-construction 
fund bonds are also January 1 and July 1. 

On Julj* 1, 1946, $70,000.00 is to be paid to the sinking-fund 
trustee for the retirement of building-construction fund bonds. 
This pajmient is to be made out of the 1945-1946 tax le^y. 
These bonds are due m armual instalhnents to Jul 3 ’’ 1, 1960. 

On January 10, 1946, paxunent of $5,500.00 ixas made out of 
the general fund for equipment installed in December 1945. 
The liability had not beeir recorded on the books at De- 
cember 31. 

On December 31, the school treasiner retired tax-anticipa- 
tion notes of a principal amourrt of $10,000.00, on which in- 
terest of $480.00 had accrued. The bookkeeper was not notified 
of the transaction until January 2, 1946, and it is not reflected 
in the above trial balance. 

Tax-arrticipatiorr notes bear irrterest at 6 per cent. 

Cash of $180,000.00 iir the fixed-propertr' fimd represents an 
appropriation of prior x'ears from the general fund, reserr-ed 
for the construction of a new building. Surplus of the fixed- 
property fund at June 30, 1945, was $1,642,600.00. 
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PROBLEM 124 

COKSOLIDATED FlXAKCIAL STATEMENTS 


You are engaged to audit the accounts of XYZ Corp. and 
its subsidiaries. In connection therewith, the following con- 
densed balance sheets and income accounts are presented for 
your examination: 

Condensed Balance Sheets — December 31, 1945 

XYZ Manufacturing Distributing 
Particulars Corp. Co. Co. 


Assets — 


Cash 

S 1,409,000.00 

S 331,000.00 

S 346,000.00 

Notes and accounts receivable — 



Trade, net 

2,151,000.00 

764,000.00 

1,680,000.00 

Intercompany 

746,000.00 

6,131,000.00 

462,000.00 

51,000.00 

Inventories 

Investments — 

1,868,000.00 

821,000.00 


Marketable securities 

262,000.00 



Stocks of affiliated companies 

3,128,000.00 



Land 

Buildings, machinery, and 

337,000.00 

148,000.00 

136,000.00 

other propertv 

Less — Resen’C for deprecia- 

7,927,000.00 

4,026,000.00 

581,000.00 

tion 

2,163,000.00* 

481,000.00* 

382,000.00* 

Prepaid and deferred cliarges... 

233,000.00 

17,000.00 

19,000.00 

Total assets 

§20,161,000.00 

§7,135,000.00 

§3,252,000.00 

Liabilities — 




Notes and accounts payable — 




Trade 

§ 3,384,000.00 
480,000.00 

§2,338,000.00 

S 851,000.00 
627,000.00 

Intercompany 

102,000.00 

Accnied liabilities 

600,000.00 

79,000.00 

64,000.00 

Twenty-year 6% serial bonds. . 
Capital stock — 6% cumulative 

4,800,000.00 



preferred 

4,000,000.00 


1,000,000.00 

Capital stock — Common 

4,000,000.00 

3,000,000.00 

10,000.00 

Earned surjdus 

2,897,000.00 

1,616,000.00 

700,000.00 

Total liabilities 

§20,161,000.00 

§7,135,000.00 

§3,252,000.00 


*Rcd. 

Sununary of Profit-and-Loss Accounts for the 
Year Ended December 31, 1945 


XYZ Manufacturing Distributing 
Particulars Corp. Co. Co. 

Income — 

Sales and revenue from services — 

Outside ' S 6,721,000.00 §4,160,000.00 S5,2-j7,000.00 

Intercompany 4,252,000.00 2,921,000.00 175,000.00 
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Dhndends and other income re- 


ceived 

324,000.00 

173,000.00 

84,000.00 

Total income 

811,297,000.00 

87,254,000.00 

85,506,000.00 

Expenses — 




Cost of sales and sendees 

8 7,829,000.00 

85,228,000.00 

83,714,000.00 

General, administrative and 




selling expense 

1,336,000.00 

824,000.00 

1,032,000.00 

Taxes 

414,000.00 

140,000.00 

87,000.00 

Depreciation 

382,000.00 

153,000.00 

28,000.00 

Otlier expenses 

514,000.00 

562,000.00 

213,000.00 

Total expenses 

810,475,000.00 

86,907,000.00 

85,074,000.00 

Net profit 

8 822,000.00 

8 347,000.00 

8 432,000.00 


During your examination of the accounts, the following facts 
are learned : 

The XYZ Corp. investment in stocks of aflBhates consisted 
of the following: 


No. of 

Company Class Shares Cost 

Manufacturing Co Common 18,000 82,060,000.00 

Distributing Co Common SOO 8,000.00 

Distributing Co 6% cmnulative preferred 8,000 960,000.00 

Development Co Co mm on 1,000 100,000.00 


Total 83,128,000.00 


Manufacturing Co. was organized in 1940 by XYZ Coip. 
and certain XYZ Corp. officers and stockholdei-s, XYZ Corp. 
purchasmg 40 per cent of the Manufacturing Co. stock at par. 
Although XYZ Corp. at that time did not have stock control 
of h'lanufactiu’mg Co., control of the affairs of the latter com- 
pany was effected tlnough identical managerial staffs. Dur- 
ing 1945, XYZ Coip. purchased an additional 20 per cent of 
the stock of Manufacturmg Co. at a cost of 8860,000.00, which 
was also the book value of the equity as shovm by the subsidi- 
ary’s records on the date of consohdation. At December 31, 
1945, it was decided to include the accounts of hlanufacturing 
Co. in the consohdation of the accounts of XYZ Corp. and its 
subsidiaries, although up to that time hlanufacturing Co. ac- 
counts had not been so included. 

Additional Distributing Co. stock had been received by 
XYZ Corp. during the year 1945 through the recapitalization of 
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Distributing Co. Prior to the recapitalization, the holdings 
of XYZ Corp. in the stocks of Distributing Co. had consisted 
of 800 common shares, ha\’ing a par value of 810.00, and 3,200 
preferred shares, ha\’ing a par value of 8100.00 per share. The 
cost of these stocks had been -88,000.00 and 8960,000.00, re- 
spectively. At the date of acquisition, XYZ Corp. equity in 
Distributing Co. earned-smplus account, as represented by 
these pm’chases, was 8640,000.00. The common stock carried 
voting rights only, having no equity in earnings and being 
restricted to the receipt of 810.00 per shai’e upon liquidation or 
dissolution. The preferred stock was nonvoting, but was en- 
titled to receive all distributions from surplus tlu’ough di^d- 
dends or otherwise, and in liquidation or dissolution it was pro- 
rided that the preferred stockholders should receive distribu- 
tions to the extent of the par value of their shareholdings prior 
to any distribution to the common stockliolders. 

On June 1, 1945, the stockliolders of Distributing Co. unani- 
mously agreed to a plan of recapitalization wherein the pre- 
ferred stockholders smvendered their shares and for each share 
surrendered received in exchange therefor two and one-half 
shares of 6 per cent cumulative preferred stock ha\dng a par 
value of 8100.00 per share. It was also prorided that, upon 
dissolution or liquidation, the new preferred stockliolders 
should receive 8100.00 per share plus accumulated unpaid 
diridends prior to any distributions to the connnon stock- 
holders. The conmion stockliolders exchanged their old stock 
share for share for new stock haidng the same par value and 
I'oting rights but entitled to diiddends, provided that there 
were no dividends in ari’ears on the preferred stock. The com- 
mon stock was also entitled to all distributions made upon dis- 
solution or hquidation after the payments requhed to satisfy 
the prefen-ed-stock provisions. 

The increase in the aggregate par value of prefen’ed stock 
was reflected in the accounts of Distributing Co. bj^ a charge to 
earned surplus and a corresponding credit to capital account. 
XYZ Corp. did not make any entries to record the transaction 
in its accounts. 

You are informed that the investment in the capital stock of 
Development Co. represents 100 per cent ownership of that 
company. The company was formed to develop certain new 
manufacturing processes and as int has not entered upon pro- 
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diiction. The company does not report profit or loss, charging 
all expenditures to development account. You are told that 
the accounts of this subsi^ary are not to be included in the 
consolidated accounts. Officers of XYZ Coi-p. represent to vou 
that the subsidiaiy is not mdebted to anj^one other than to 
XYZ Corp. and that the amormt charged to development ac- 
coimt at December 31, 1945, was $135,000.00. 

The capital stock outstanding at December 31, 1945, vas as 
follows: 


No. of Shares 
Issued and 

Company Class Outstanding 


XYZ Corp 6% cumulative preferred 40,000 

XYZ Corp Common 40,000 

hlanufacturing Co Common 30,000 

Distributing Co 6% cimiulative preferred 10,000 

Distributing Co Common 1,000 


All of above shares had a par value of $100.00 except the 
$10.00-par-value common shares of Distributing Co. 

XYZ Corp. paid two quaiterh’- diffidends in 1945, constitut- 
ing paAuneiit of all preferred diiudends accimiulated to Julj' 1, 
1945. Distributing Co. also paid two quaiterl}’ diffidends on 
its new preferred shares, disposing of dividends on that stock 
to November 30, 1945. In addition, Distributing Co. paid a 
diwdeiid of $100.00 per share on its new common stock on No- 
vember 30, 1945. All diffidends received by XYZ Corp. have 
been credited to income. 

Included in intercompany’ accounts receivable of XYZ Coip. 
is an amount of $50,000.00 owing from Development Co. 

The 20-year 6 per cent serial bonds mature $400,000.00 an- 
nually on July 1. 

Consolidated earned sui-plus balance at December 31, 1944. 
was $2,353,400.00. 

You are mstnicted to submit consohdating working papers 
and journal entries necessary to prepare a consohdated bal- 
ance sheet and sununaiy of consolidated profit-and-loss ac- 
count. It is suaarested that vour Avorking balance sheet and 
profit-and-loss account be prepared as in the aboA’e tabulation, 
allowing one cohmm for each company and arm-ing at a com- 
bined total. Inmiediately to the right of the “combmed’’ col- 
unm should be two colimms, debit and credit, for the postmg of 
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journal entries, and to the right of these two columns should 
be a column “consolidated, as adjusted.” 

Journal entries to effect ehmination should be assigned let- 
ters to distinguish them in the journal-entry columns. 

In addition, you shoiild prepare an analysis of consolidated 
surplus account for the year 1945. 

Also indicate such footnotes or explanatory data as you 
would place on the consolidated balance sheet and profit-and- 
loss account if jnu were required to submit a report for distri- 
bution to investors and creditors. 

PROBLEM 125 

Reorganization Entry 

At December 31, 1945, the dhddends in arrears on the three 
classes of SlOO-par preferred stock of X Company amoimted 
to §6,049,171.00, as follows: 


Class of Outstanding Dhddends • 

Preferred Shares in Arrears 

5M% 924 S15.375 

6 169,076 17.625 

8 (callable at 110) 130,000 23.50 


As at April 1, 1946, all preferred stockholders agreed to ex- 
change their holdings at par plus their claims on dividends and 
premium to date for a new issue of 5 per cent SlOO-par pre- 
ferred stock of one class wliich is to be listed at once on the ex- 
change. It was fiuther agreed that they accept the new stock 
at par, plus cash for fractional-dollar claims per share, for 
the par of their old holdings plus the amount of their dividend 
claims. 

Prepare a journal entry to record the recapitalization. 

PROBLEM 126 

COWPOTATION OF ReTAIE lN%mNTORY 

A summaiy of entries in the inventory account of a depart- 
ment in a retail store for the month of October was as follows: 

Invcntorj- at retail 10-1-46 (163.93443% of 
cost, “cost” consisting of invoice cost, 
freight estimated at 5%, and a loading 
charge of 7%) 8237,460.72 
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Purchases, October, at invoice cost 

Preiglit 

Loading charge 

hlarkup on purchases 

hlarkdowns 

Cancellations of markdowns 

Net sales, October 


87,576.17 

S.9S4.13 

6.130.33 

65,127.09 

■S 13,862.10 

5,783.42 

122.562.18 


You are called upon to compute the book inrentory at cost 
at October 31. Cost is to be estimated invoice cost plus freight 
of 0 pel* cent; cost of sales for the month is to be determined by 
subtracting from sales plus net markdowns, an average markup 
as at the end of the month computed on the basis of total mer- 
chandise handled; that is, without reference to sales or mark- 
down adjustments made diumg the month. 


PROBLEM 127 

Applicatiox of Pcxds 


IVoln the foUowmg information prepare a statement of 
application of funds of A, B, and C for the rear ended Jime 30, 
1946: 

Ay By AND C (A PARTNERSHIP) 


Predodng Trial Balances — June SO, 194S and 1946 


Debits 

Im*entoiy at beginning of year. 

Repossessed merchandise 

Installment receb*ables 

Cash 

Investments 

Office equipment 

Reserve for depreciation 

Goodwill 

Purchases for year 

Expenses 

Partners' withdrawals 

Total debits 


Credits 

Sales 

Profit on investment sold. 

Service charges 

Notes pavable. lone-term. 

A 1 1 


Jime SO 


1945 

8 17.384.67 
2.115.36 
26.265.41 
32.001.04 
10.727.62 

8.447.00 
2.347.00* 

5.000.00 
6s!3-22.53 
15.552.94 

22,500.00 


8205.969.57 


1946 

8 24.865.59 
6.544.56 
30,598.03 

23.000. 87 
8.399.73 

9.457.00 
3.072.00* 

6.500.00 
64.123.43 
28,329.61 

25.000. 00 


8223.746.82 


8122,507J25 8120.359.38 

3.251.00 
6,952.32 7.386.44 

14.500.00 42.750.00 

20.000.00 25.000.00 
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B 30,000.00 25,000.00 

C 12,000.00 


Total credits 8205,969.57 8223,746.82 

nicd. 

The inventory at June 30, 1946, was $28,357.52. Repos- 
sessed merchandise accoimt, unadjusted for years, has been 
charged with balances of instaUment accounts covering items 
recovered and is credited -uith sales; the balances at the begin- 
ning and end of the year ending June 30, 1946, on the basis of 
resalable merchandise should have been $1,105.86 and $5,242.- 
57, respectively. 

Installment receivables have an average life of 9 months. 
The ser^'ice charges are credited to income when the accounts 
are booked. 

Certain long-term investment securities were sold during the 
year; none were purchased. Sales of office equipment, amount- 
ing to $435.00, were credited directly to the asset account, 
and the balance, $920.00, of the original cost was charged to 
depreciation reserve. Partners’ vnthdi’awals include regular 
salaries of $15,000.00, the balance being regarded as vdth- 
di’awals of profits. 

Notes payable retned during the year amounted to 
810,000.00. 

Expenses for the j^ear include the goodvnll account at the 
beginning of the year. The goodvull account now on the 
books represents the amount paid in cash to retiring partner C 
over and above his investment. Book profits remaining at the 
end of each year are distributed in cash on Julj'^ 15. During 
the year, /I paid B $5,000.00 in cash in order to equalize their 
investment accounts. 


PROBLEM 128 

Cash Statejient from Balance Sheets 

From the information following, prepare a summaiy by 
principal classes of accounts, of — 

(a) Cash receipts and disbursements, shovdng — 

Liquidation of gross assets acquu'ed at inception. 
Collections of current income, 
hliscellaneous receipts. 
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Reduction of liabilities assumed at inception. 

Payment of cm-rent expenses. 

Miscellaneous. 

Balance, representing cash in bank as at September 
30, 1946. 

(b) A reconciliation of net income Mth the excess of cur- 
rent cash income over cinrent cash expenses as siunmarized in 
(a), vith notations of the principal balance-sheet-accormt 
soiu’ces of the noncash income or expense. 

Appended are the balance sheets of Successor Realty Cor- 
poration as at September 30, 1945 (date of inception), and as 
at September 30, 1946 — 


Assets 

Sept. 30, 1945 

Sept. 30, 1946 

Cash in banic 

Receivables — 


5 15,257.37 

Lessees 

Accnied interest on — 

S 30,109.50 

26,087.62 

hlortsasjes 

6,156.07 

6,091.94 

Instalbnent contracts 

1,214.0S 

726.15 

Escrow deposit 

Investments — 

8,350.00 

10,400.00 

hlort gases 

236,050.00 

196,000.00 

Installment contracts 

40,622.97 

28,766.68 

Simdiy 

500.00 

2,150.00 

Prepaid insui-ance and franchise taxes 

2,512.04 

5,183.16 

Improved real estate 

1,263,078.19 

1,275,561.48 


81,588,592.85 

81,566,224.40 

Liabilities 



Account pavable and accrued payroll. . . . 


S 2,012.76 

Accrued real-estate taxes 

8 59,860.94 

33,876.27 

Deferred rental income 

Reseix'es for losses in Uquidation of — 

1,537.80 

1,275.00 

hlort gages 

85,762.00 

78,252.00 

Installnrent contracts 

18,715.97 

12,362.84 

Receivables 

Reserve for depreciation on improved real 

29,502.67 

28,909.72 




15,819.20 

10.000.00 

Capital stock 

10,000.00 

Paid-in surplus 

1,383,213.47 

1,383.213.47 

Earned surplus 


503.14 


81,588,592.85 

81,566,224.40 


Earned surplus represented net income for the cun-ent j'ear, 
as shown by the following sunmiary of income and expenses — 
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Farticiilsjs 

Income — 

Reatah of improred real estate 
Interest on — 

?\Iort gages 

Installment contracts 

Simdrj' in-4'estments 

Pro6t on sale of sundry invest- 
ments 


Amotmt 

S 60,262.99 

$13,627.14 

2,586.40 

42.50 16,256.04 

155.00 576,674.03 


Expenses — 

Salaries and rrages S 21,625.80 

Taxes and insurance 9,910.94 

Provision for uncollectible rentals and in- 
terest 3,000.00 

Depreciation on improved real estate 15,819.20 

Other expenses. 25,814.95 76,170.89 


Net income 


S 503.14 


Postinp from the cash-receipts-and-disbursements books 
for the 3 'ear have been summarized therefrom thus — 


Disburse- 

Farticulars Receipts ments 

Receivables — 

Lessees (notes and accounts) 5 62,497.33 5 2,91153 

Accrued interest on — 

Mortgages 10,969.22 

Contracts 1,756.41 

In-v-estments — 

Mortgages 22,040.00 

Installment contracts 4,503.16 

Sundry' 355.00 

Prepaid insurance and franchise taxes, of which 

83,157.80 applies to future periods 3,235.92 

Accounts payable (“other expenses’') and ac- 
crued pajToll 46,177.99 

Accnied real-estate taxes (1944 and prior) 34,580.81 

Interest on sundrj' investments 42.50 


Total gross charges and credits, respec- 
tively. to cash in bank 8102,163.62 886,906.25 


The receivables as at September 30, 194G, include the fol- 
lowing current- 3 ’ear uncollected income — 


Account Amount 

Lessees 81,59251 


Accrued interest on — 
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Deferred rental income, both at the beginning and end of 
the year, represents rental income for the succeeding month. 

Included in accoimts payable is an item of $750.00 repre- 
senting an insurance premium charged to imexpired-insurance 
account. 


PROBLEM 129 

JorpavAL Exxries fop. Statttop.y yinnoFR 

A statutory- merger has been eS'ected between Comp.anies 
A. B, and C. and you have been asked to draft the journal en- 
tries for A as at October 31. 1946, in order to reflect the changes 
in the accoxmts made necessary' by its acquisition of the net 
assets of Companies B and C, and to prepare a balance sheet of 
Company A after gi\'ing effect to these entries. Changes in 
surplus, on the consolidated basis, should appear on the balance 
sheet. 

At the date mentioned, the financial position of the com- 
panies was as follows: 



A 

B 

C 

Investment in A 


S 15.27o.00 


Investment in .t's Ivends 



10.740.00 

Investment in B 

1S9.4C>3J2C> 



Investment in C 

254.01 l.bO 



Intercomni'.ny nccotints 

S4.795.S5 


60.72 

I'namortired bond discount... 

6.300.00 



Other assets 

6S6.577.S9 

336,371.57 

374.19S.40 


S12>21.147.4S 

$351,646.57 

S3S4.999.12 

Liabilities 




Trade creditors 

S 241..546.93 

S S1.3S7.4S 

S 63.273.43 

Accraed interest on bonds 

2,-500.00 



5^c bonds ont5t.andinc 

150.000.00 



Intercomnanv accounts 

346.52 

25.366.S1 

59,142.72 

Capiiai stock, par value ?103.. 

750.000.0-3 

200.000.00 

350,000.00 

surplus, or deheit* — 




Bah’.nce January- 1. 1940 

75.240.52 

34.5S6.35 

S4.095.25* 

Net proSt. 10 months 

31..513..51 

10.305.93 

« 00-1 "C* 

C;isi; div:dc"d. Julv 1 

30.090.00* 




.S1.221.147.4S 

S351.646..57 

S:>S4.999.12 




The follo-iving pa rticulars are given you: 

va) A s investment in B was acquired by cash payments to 
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B's stockholders as at January' 1, 1934. and consists of 90 per 
cent. of the capital stock of B Company; the surplus of B was 
then -S30.857.1S. Earnings sLnce have been S62;535.10: and 
di^'idends paid, S4S.000.00. 

(b) -L's investment in C is a 100 pei* cent interest purchased 
as at January 1, 1944. The deficit of C on that date was 
SS7, 300.34; a net profit of $4,469.52 was earned in 1944, and a 
net loss of $1,264.43 was snstained in 1945. 

(c) B's investment in A was piu-chased on the market in 
1931 (the market on January 1, 1934, was SISO.OO per share) ; 
it consists of 200 shares of M's 7,500 outstanding shares of cap- 
ital stock, including a stock di^idend of 100 per cent paid by _4 
on December 31, 1935, and is valued at original cash outlay. 
These shares will be canceled and retired as at October 31. 

(d) C's investment in M's bonds, 1949 series, consists of 10 
$1,000.00 coupon bonds, pm-chased at market on Januaiy 1, 
1946. Coincident with the merger, the bonds have been can- 
celed and cannot be reissued. M's bonds mature as follows: 


Date of ^vlnntrin- .^moirnt 

June SO. 1047 SoO.O'OO.CK) 

June 30, 1040 oO.OOO.OO 

June SO. 1051 50.000.00 


Tlie bond discoimt has been prorated on the basis of prospec- 
tive interest payable, but no amortization has been made as 
yet for the year 1946. 2\o interest receivable has been accrued 
by Company C since the Jime 30 semiannual co'apon. 

(e) The 200 minority shares of Company B are to be pur- 
chased for cash at book value as determined by you, B's invest- 
ment in M remaining unchanged for the purpose of the pmchase. 

Consistently since the acquisition of its subsidiaries, Com- 
pany M has presented consolidated financial statements to its 
stockholders. 

PROBLEM 130 

AnxcsTWEXT or MmucrPAi SxAiEMnxT 

From the following balance sheet prepared from the books 
and sent you by the auditor of the City of Sharon, prepare a 
reconstructed and adjusted statement, follorring nomenclature, 
classification, and other practices which you beheve express 
the best principles of municipal accoimting; and append to 
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Taxes belonging to next year, collected in advance 1.000.00 

General reserve (for vrorldng capital), created in 1935 oOjoOO.OO 

Income (interest, net) of special assessment fimd 50.02 

Special assessment bonds unpaid, S5.000.00 


past, due S55.000.00 

Interest accrued tbereon 2,31S.73 


S57,31S.7o 

Less — Casb collected and held in bank for 
bondholders 4,372.40 52,946.33 


Surplus of resottrces — ^Balance July 1, 1945 1,17S, 042.47 


Total liabilities S1,405,52S.49 


PROBLEM 131 
Statemzxt of Joixt VExmiE 

F, G, and H enter into an agreement tvitli a farmers’ market- 
ing association to dispose of the peach crop of its members. 
The three individuals vrill act iointlv as the asent of the asso- 
ciation. vriU, share equally iu iucome accruing to them as agent, 
and vdll be compensated as follows: 8500.00 each, plus one- 
third each in a bonus based on the net yield to the association. 
“Net Aueld'' is defined in the agreement as “'selling price less 
freight and co mmis sion-dealers'’ commission and e.vpenses and 
less compensation to parties of the second part (F, G, and H)J‘ 
The conti'act further specifies that if “the average net yield is 
greater thnu 81.00 per bushel, the bonus will be “TO per cent 
of the net xdeld above 81.00, 1 per cent of the net ^ield above 
81.121^, and additional 1 per cents, up to a maximiun of 10 
per cent, of successi5*e 12k^ent additions to such net yield, 
it being contemplated that said bonus shall in no event exceed 
20 per cent of the net xield above -81.00.'' 

You have been called upon to prepare a statement for pres- 
entation to the association, based on your iaterpretation of the 
contract; showing the profit to the association and the amoimt 
of cash to be paid to each of the three mdi5’idual5. The crop 
.amounted to 152,564 bushels, and was sold by F, G, and H to 
commission dealers at an average selling price of -82.20 from 
which the dealers deducted commission of 6 per cent, freight 
of -814,713.20, and expenses of -83,289.35. Out of the net pro- 
ceeds (which were remitted direct to the association), advances 
were made to F amoimting to 88,000.00 and to <?, 82,500.00. 
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PROBLEM 132 

PROnX-SHAKIXG FoRiorLi. 

A. B, C. D. and E are partners in a mineral venture, each 
ha^'ing a different interest. E, the owner of the land, receives a 
L' share of monthly receipts. D. the promoter, receives jir of 
the monthly receipts and of the excess of monthly receipts 
over expenses including E's share but none of the others' or 
his own. C. who has supplied most of the operating capital, 
receives in lieu of interest a monthly return of SI, 000 and ‘5 
of the excess of monthly receipts over expenses including both 
E's and D's shares but none of the others'. A amd B distribute 
whatever remains, 7^ and %. respectively. 

The receipts for July, 1042, were S2o.261.20: and the ex- 
penses (before deducting shares). S14.3S5.45. Compute the 
share each is to receive. 

Prepare a simple formula for each share that may be applied 
directly to each month's receipts and expenses. 

PROBLEM 133 
iNL\nKXT CoMPUTA-nox 

Following is a list of the debit and credit items in the in- 
venron* accoimt of the men's-wear section of a department 
store for the month of September, 1946: 

BsbiJce Sopiffnit-c-r 1. ItUG, reprcsenirns: iaversror^-at retail.. S15S.S21.3-S 

Saies i .' fj6,«01.6.S 

Purchase? i'pr SepTemi^r. at iai'oice cost (before dbcouat?) 33,(XX).00 


Fieizht-in 1.3:34.S5 

Diieount? on ptirclia^cs 1.P50217 

MarkuT' on ■D’.ircb.ases 2o.l794i0 

Markdorm?.' S.3S9.31 

Cancelkitions of markdotm? ‘2.264.30 

Proportion o; tvnrehouse and purch.-i5ing overhead 1.641 .S9 

Returned Kries 1,57742-5 


Included in the opening inventory' and included in the price 
of all items added to stock during the month is a gross profit 
of S2 per cent based on “cost." and in “cost" has been in- 
cluded an estimate for freiglit of 1 per cent and from "'cost''’ 
has been excluded an allowance for discount of 4 per cent based 
on such cost-plus-freight. However, the average of these two 
items for the pa.st year or more has been 4 per cent and 6 per 
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cent, respectively, of invoice cost, and you will be expected to 
correct the opening inventory in accordance wnth this average. 
Also to be included in the corrected cost of the merchandise 
inventory at the beginning of the month is an addition of 
5 per cent of actual cost for warehouse and purchasing expense. 

Recompute the markup, based on retail price, and determine 
the estimated cost of merchandise on hand at September 30. 


PROBLEM 134 

Financial Statement eoe Bondholdebs 

You are requested to prepare a suitable statement of assets 
and habilities of the XYZ Bondholders’ Committee for the 
XYZ Transit Company. Your statement is to cover all trans- 
actions of the Committee during the period from January 1, 
1937, the date of its inception, to June 30, 1946, 

The records of the Committee are kept on a cash-receipts- 
and-disbursements basis. From them, you derived the fol- 
lowing information: 

Cash receipts: 

Proceeds of notes payable to the depositaiy, the A Trust 


Company $440,000.00 

Contributed by the XYZ Transit Company to the Com- 
mittee’s expenses 38,500.00 


8478,500.00 

Cash disbursed: 

Depositary fees $106,000.00 

Fees to attorneys of the Committee 45,000.00 

Fees to Committee members 7,850.00 

Salary of secretary of the Committee 15,000.00 

Interest on notes payable 132,500.00 

Listmg of certificates of deposit on the Stock Exchange . . . 58,000.00 

Advertising, interest, principal payments, etc 37,825.00 

Printing and stationery 29,850.00 

Mailing and postage 15,675.00 

Sundry Committee expenses 8,675.00 

Clerk hire 5,925.00 


$462,300.00 


Deposited with the A Trust Company $ 16,200.00 


Other information discovered by you in the course of your 
examination included the follovung: 
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(1) Certain liabilities of the Committee were unpaid at 
June 30, 1946; these were — 


Interest on notes payable for year ended June 30 S 20,400.00 

Depositary fees and expenses for the period January 1, 

1910, through June 30, 1940 8,379.20 

Fees to Committee members and attornc 3 's Undetermined 


(2) The notes payable to the A Trust Company bear in- 
terest at the rate of 6 per cent, are due on demand, and are 
secured by §58,000,000.00 6 per cent bonds of the XYZ Transit 
Company held by the A Tiaist Company as depositaiy. 

(3) Of 860,000,000,00 6 per cent bonds of the XYZ Transit 
Company outstanding, a total of 858,000,000.00 has been de- 
posited "with the Committee. 

(4) The XYZ Ti-ansifc Company has made payments on 
lirincipal totaling 35 per cent since January’’ 1, 1937. Interest 
has lieen paid to date. Principal and interest payments have 
passed directly from the Transit Company to the bank, as trus- 
tee, and thence to the original bondholders. 

(5) The depositary agreement provides that expenditures 
of the Committee are to constitute a first lien against deposited 
securities to the extent of 1 per cent thereof. 

(6) The agreement also provides that title to the bonds de- 
posited vdth the Committee passes to the Committee. Cer- 
tificates of deposit equal in face value to the bonds have been 
issued to the depositors. 

PROBLEM 136 

Statement of Executor 

Samuel Ganser died on July 18, 1945, and Abram Effort 
was appointed executor under the will. The executor in July 
1946, having paid off cei-tain specific bequests and having 
satisfied all creditors, asks you to prepare a single comprehen- 
sive statement for him as of June 30, 1946, suitable for presen- 
tation to the court in a final accounting. If the statements are 
approved by the court, the executor uoll ask for his discharge 
and will turn the remaining net assets over to a trustee named 
in the will for the benefit of the widow and other heirs. The 
executor anticipates no transactions after June 30. 

An inventory of the estate was filed with the court on 
August 15, 1945, consisting of the follownng items: 
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Cash in First National Bank $ 4,53S.12 

Cash in closed bank 2,050.50 

Beal estate, valued by court appraiser at Ss!T50.00 

Home furnishings 6.S24.00 

Stocks, at market 7-1S-45 — 

AB Company preferred 22,865.00 

.4B Company common 3,738420 

Parkirarst Thansit Co. Common, at nominal value 100.00 

U. S. Savings Bonds, dated 4/1/45; due 4''l/55 in the 

amormt of 850,000.00 37,500.00 

Accrued interest @ 2.9% 326425 


8116.687.07 


Accrued property taxes at- the date of death, norr shown in 
the inventory presented to the coiud, were SI. 575.20. A 
dividend of SI, 250 from the AB Company, declared on Jime 1 
to stockholders of record on that date, was not recorded imtil 
its receipt in August. 

In September 1945, discovery was made of another check- 
ing acGOimt in the Second National Bank amounting to S2,- 
500.00, and cash in office safe, S125.50: these two items were 
deposited in the regular bank accoimt. During that month 
the funeral expenses of S750.00 were paid and also all house- 
hold debts owing on July IS amoimting to $2,111.00. 

Other receipts during the period of administration con- 
sisted of rents, $2,126.00; dividends, including those accrued 
at the date of death, $4,025.00; hfe-insmance proceeds, $5S.- 
000.00; siile of Parkhm-st Transit Co. common. $200.00; col- 
lection on deposit m closed bank, $465.00; sale of one-haK of 
preferred stock, $13,500.00. 

Disbursements during the same period were: specific be- 
quests, $20,000.00; estate tax $18,262.50; allowance to widow, 
$4,800.00; property taxes, including those accrued at death, 
$3’.S36.95; executors fee. specified in vdll, $1,000.00; court 
costs, $88.50; fimeral expenses and household debts, as above. 

The aimiial interest rate on U. S. Savings bonds, 2.9 per 
cent, may be assumed to be correct. 

PROBLEM 136 
Bauaxce-sheet RE\nEw 

In your audit for the calendar year 1946 of the Exemplar 
Products Company and its subsidiaries you encoimter a 
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number of problems which you must resolve. These problems 
are stated in the following paragi’aphs. You ai’e required to 
set forth as concisely as possible (a) the gist of the problem, 
(b) the accomiting principle involved, and (c) your proposed 
solution. If additional facts are needed for your solution, 
assume and list them. 

(1) A possible asset in the consolidated balance sheet is 
the unamortized bond discount relating to the outstanding 
funded debt of a w^holls’- owmed subsidiary. All of the bonds 
are now in the possession of the parent company, having been 
purchased during the past year from indhidual bondholders 
at par after securing a 100% interest in the subsidiary’s out- 
standing stock. 

(2) An arm’s-length exchange of propertj’- w’-as made during 
the 5 ''ear with an unrelated member of the same industry. A 
warehouse was taken in exchange for an unused plant wdiich 
had cost $40,000 twenty years ago and on which depreciation 
of $18,000 had been accmed up to the date of the exchange. 
The w'^arehouse acquired had cost its owner $32,000 ten years 
ago and depreciation of $6,000 had been accumulated against 
it; the owmer had received twm cash offers of $16,000 and 
$18,000, respectively, just before the exchange. A local real- 
estate appraiser had recently put a value of $25,000 on tliis 
warehouse. 

(3) The accrual basis of accounting is follow^ed except that 
interest has not been accrued on an investment in a note re- 
ceivable w4uch has been on the books for several years. The 
note is dated June 30 and on that date, each year, interest of 
$8,000 has been received. 

(4) A contract has been entered into between the parent 
company and its president whereby he may acqume at a cost 
of $10 per share 50,000 no-par-value shares of common capital 
stock during the next five years; the maximum acquisition 
during any one j^ear is 10,000 shares. At December 31, 1946, 
the market price of the stock w^as $24 per share. 

(5) A reserve for contingencies amounting to $500,000 "was 
set aside out of earned surplus on August 1, 1945, in accordance 
with a resolution of Board wiiich stated its purpose to be “a 
reseiwation of profits to proride for the possible loss from 
liquidating the Berlin sales branch.” On December 15, 1946, 
most of the amount owing from the Berlin office, $180,000, 
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was chai-ged against the reserve, a balance of $25,000 remaining 
on the books as a receivable at December 31, 1946, '‘against 
which possible offsetting funds of $10,000 frozen in the U. S. 
Treasury during that month maj’’ eventually be reahzed.” 

PROBLEM 137 

Income-tax Iteisis 

Indicate brieflj'’ how the follovdng items should be reported 
in the Federal income-tax return of an individual: 

(1) 1,000 shai’es of the capita stock of the corporation of 
which the individual is the president. In the authorizing resolu- 
tion of the Board these shares are referred to as additional 
compensation cov^’ering the past three years, but them deKv^erj'- 
to the president is contingent upon his remaining with the 
corporation for 5 years. 

(2) (a) 100 shares of the common capital stock of B Com- 
pany wliicli went tlmough bankiaiptcy and dissolution during 
the year; no assets were left for common stockliolders. 

(b) 100 shares of the common capital stock of C Com- 
pany whose financial position is hopeless; the common stock- 
holders on dissolution maj'' recerte onlj^ a few cents on the 
dollar’. 

Ai’e these items subject to the I’ule limiting capital losses? 

(3) T\^iat hmitations attach to the deduction of charitable 
and other contributions from taxable income? 

(4) The receipt of title to a farm plus $1,500 m cash in ex- 
change for a citj^ home. The cost of the citj’ property was 
$10,000 three years ago and the fami property has an acknowl- 
edged fair vmlue of $12,000. WTiat is the cost basis (for tax 
pm-poses) of the new property? 

(5) Taxes paid: automobile licenses, city and state; state 
and Federal gasoline taxes; sales taxes; personal-property tax; 
state and Federal income taxes; Federal dues tax; import 
duties; state liquor tax; Federal old-age-benefit contribution; 
postage. 

PROBLEM 138 
Changes in Profit 

Boylston jManufacturmg Company has prepared the fol- 
lovdiig summaiy of its profits for the calendar ji'ears 1945 and 
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1946. From thi s summary* and accompanjdng information 
yon are asked to prepare a concise anad^-sis that vdll shon* the 
piincipai causes of the decline in gross profit in 1946 for each 
of the three products manufactured as compared with the 
gross profit of the preceding 3 *ear. 


Xct 


smiles Product 


A 

B 

C 


Total net sales. . . . 
Factor;.' cost of sales 

Gross profit 


1&45 

1016 

SIOO.OOO.OO 

S120.000.00 

50,000.00 

40.000.00 

25,000.00 

2-5,000.00 

S175.000.(XI 

S1S5.000.00 

105,000.00 

145,000.00 

S 70.000.00 

S .37.000.00 


I'pon analysis you find that factory cost can be broken 
down as follows; 





Cost of 

Sales 



Fnits Sold 


1945 



1946 


Prod- 

Ma- 


Over- 

Ma- 


Over- 

uct 

terial 

Labor 

head 

terial 

L3lx)r 

head 

.4 500 600 

S40.000 

SIO.OOO 

SIO.OOO 

S60.000 

S15.000 

S15,000 

B 2.500 1.600 

10.000 

5.000 

5,000 

13.0OD 

10.000 

10,000 

C 1,000 1.250 

16.000 

9,000 


10.000 

15.000 



The quantity and quality of raw materials entering into each 
product haue remained unchanged. 

Xo work in process was on hand at the be ginnin g or end 
of either year. 

Scrap from the fabrication of Products A and B is the raw 
material for Product C. Product C has been treated as a by- 
product and the cost of raw material entering into it has been 
regarded as an amotmt equal to its selling price less the direct, 
labor expended in making it a marketable product: this “cost’’ 
has been credited and %, respectiveltq to the material 
costs of Products A and B, for the reason that the proportion 
of scrap materials from the fabrications of the two major 
products has been 4 to 1. 

Because of the confusion that would otherwise enter into 
the comparisoHj you have been instructed to regard the cost 
of raw material in each unit of Product C manufactured and 
sold during both 3 'ears as $S and to redistribute overhead to 
the three products on a direct-labor-cost basis. 



PROBLEM 139 


269 


PROBLEM 139 

Change in Current-asset Position 

From the information that follows prepare a summary 
statement that will account for the improvement of 8322,- 
621.79 during 1945 in Q Company’s current-asset position. 
Tliis statement may be made to resemble a statement of ap- 
plication of funds, except that instead of a fund total of current 
assets less current habilities you are to use total current assets. 
You are instructed to prepare yoin statement from the ac- 
counts as thej’- are reflected in the comparative balance sheets, 
without adjustments, if any, that would conform them, in 
your opinion, to proper accounting principles. 


<3 cOMPAirr 

Balance Sheets December 31 


Assets 

1944 

1945 

Cash 

. $ 125,453.80 

8 86,972.41 

Receivables, net 

234,086.22 

321,784.12 

Inventories, net 

97,463.71 

288,668.99 

Bonds, at cost 

Propertj’ accounts, net 

2.000.00 

84.200.00 

475,691.52 

863,474.33 

Goodwill 

100,000.00 

1.00 

Total assets 

. 81,034,695.25 

81,645,100.85 

Liabilities 

Merchandise creditors 

. 8 38,740.93 

8 82,682.16 

General-expense accruals 

40,531.43 

50.374.88 

Accrued propertv taxes and interest . . . . 

24,385.12 

38,963.03 

Accrued income taxes 

10,568.05 

263,430.83 

59c bonds, parable in 1953 

115.000.00 


RFC lonsr-term loan 

100.000.00 

500,000.00 

Common stock, 10.000 shares 

500,000.00 

500.000.00 

Treasuia’ stock, 240 and 370 shares 

12,000.00* 

18,500.00* 

Paid-in surplus 

100.000.00 

30,000.00 

Earned surplus 

117,469.72 

198,149.95 

Total liabilities 

. 81,034.695.25 

81,645,100.85 

* Deduction. 

Income Statement 


Tear Ended 
Dec. 31, 1945 



88,540.672.31 



86,638.916.40 

General expenses 


1,422,932.82 
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Property taxes and interest oS,Pt>3.03 

Ir.conte taxes 2C>o,4oO.S-3 

Total extviiscs SS,3G4,243.0S 

Xct profit S 170,429 J23 


la) A resert'e for bad debts of $8,650.42 at Janiiaiy 1 ivas 
increased by the amount of $15,000 charged to general ex- 
penses and collections of $2,005 on 1044 accounts prea-iously 
charged off: and decreased by charge-ofi's of all remaining 
1041 accounts., amoimrmg to $7.270.00.. and of 1942 accounts 
amounting to $1,504.20. 

(b) The trvo bonds of $2,000, acquired in the settlement of 
an account receivable., and on hand at the beginning of the 
year, vrere sold. Bonds of other coiporations pm'chased during 
the yenr were still owned at the end of the year and had a 
readily realizable market -value of $80,500.00 .: they represented 
RFC funds available for the pinchase of new equipment or 
for working capital. 

(c) At the end of 1944 an inventor.' resen’e of $25,000 
was created by a charge to earned suiplus. representing a pro- 
\'ision against price declines on obsolescent manufactured 
products on hand: on the balance sheet it was applied in re- 
duction of the year-end inventories. In 1945. based on facts 
then first apparent, wi-itedo'v\ns of $15,000 in finished-product 
costs were carried to the resen'e and the balance of $10,000 
was put back in earned surplus. At the end of 1945 a resen'e 
of $40,000, similar in chaiacter. was spread on the records and 
financial statements, but the charge was made to general 
expenses. 

(d) Financed mostly through a new RFC loan on Febniar}' 
1, additions of $451,023.74 were made to the company's war- 
plant facilities. The old loan of $100,000 outstanding at the 
begimiing of the year was consolidated ■v\-ith the new loan; the 
latter is payable in 10 equal annual installments, conmtencing 
February 1. 1946. 'v.ith interest at 3,^o per cent. 

(c) Depreciation and amortization of $56,740.93, pro\'ided 
during 1945 and charged to general expenses, were added to 
the depreciation resen'e of $123,461.51 at the beginning of 
the year. Certain machinery belonging to the company which 
had cost $7,962.31 was disposed of in September 1945 in e.x- 
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change for 130 shares of the company's own stock: the excess 
ovei' par value was charged to the depreciation resen'e. 

(f) Goodwill was reduced to the nominal amount of SI 
dm-ing the year by a charg'e of $50,000 to paid-in surplus, the 
balance being carried to earned sm-plus: it had been set up 
originally at the establishment of the company by a credit to 
paid-in surplus, but within a few years the normal peacetime 
acth-ities of the company had completely altered. At De- 
cember 31, 1945, the company's output had again been changed, 
approximately 60 per cent of the j-ear’s business ha-^ing been 
the manufactm'e of mimitions. 

(g) Paid-in surplus was further reduced during the 3 'ear 
by cash bonuses of $20,000 paid to officers and employees 
and relating to 1944 operations: the charge was authorized in 
April 1945 by the Board of Dffiectors. 

(h) The outstanding 5 per cent bonds were repurchased at 
105 and canceled. 

(i) A 5 per cent cash dividend was paid on June 30, and a 
like amoimt on December 31: the portion relating to treasurj^ 
stock was credited to General Expenses. 

PROBLEM 140 

Recoxstructed Fixaxcial Statemexis 

Eeconstruct the balance sheet of the Q Company* (Problem 
139) at December 31, 1945, and the income statement for 
the year then ended, following accoimting piinciples a’ou be- 
heve to be correct: you are to assume That you have secured 
the companw's agi'eement thereto. The statements t'ou pre- 
pare will be used in the companw's annual report to its stock- 
holders. At the points, if any, where the problem does not 
proffide enough information to meet your needs, you may ex- 
pand the form and indicate by means of footnotes the kind of 
data you reqiui-e: but do not include in the statements any 
figures not derived from those appealing in the problem. 

Comment briefly on the propriety' of the accoimting proced- 
m-es reflected in each of ihe lettered paragraphs of Problem 139. 

PROBLEM 141 
AccorxnxG Pkixciples 

Following are quotations from pubhshed articles. They 
relate to accoimting practices which in actual situations have 
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been resolved in different ways. You are required to explain 
the quotations; to list the varied methods by which the item 
is conmionly handled; and in each case to select, and give 
reasons for your choice of the method you would like to see 
established as a general rule. 

(a) “The corporation’s real-estate taxes . . . were accrued 
in full on the day the}' became a lien on the propert}'.” 

(b) “Tins absorption of the operating deficit by canceling 
it along with an equal amoimt of surplus paid in by preferred 
stockholders has been dubbed by the SEC as a quasi-reor- 
ganization; in the case of the . . . company [whose securities 
are listed on the New York Stock Exchange] it was accom- 
plished b}* a resolution of the Board.” 

(c) “The Supreme Court has held that where bonds . . . 
[are exchanged] for a new issue . . . the remaining unamortized 
expenses and . . . [those] of the new issue should be amortized 
throughout the teim of the new bonds.” 

(d) “Di^'idends from surplus prior to acquisition have been 
the som'ce of distribution to top-company stockholders.” 

(e) “Tins polic}' [of setting up resen^es out of profits for 
future losses] has the effect of leveling out net income over the 
good and bad j-ears but it has alwaj-s been rejected by the 
tax authorities.” 


PROBLEM 142 

Book Value of Stock 

Q and R, the two stockliolders of the QR Compan}*, in 
1940 entered into an agreement wliich reads in part as follows: 

“In the event of withdrawal from the company or death of 
either party, the remaining party shall cause the corporation 
to issue, in exchange for all the preferred and common stock 
then held in the name of the withdrawn or deceased party, a 
noninterest-bearing note (payable to the vithdrawn party or 
the deceased’s estate in equal cash installments over a period 
of ten 5 'ears) in an amount equal to book value, which shall be 
determined (in accordance with prevailing accounting princi- 
ples) by a Certified Public Accountant of recognized stand- 
ing . . 

V on have been asked to make the determination, in terms 
of book A'alue per share, of the preferred and conunon stock at 
jNIarch 31, 1945, the date of Q’s death, and to show the portion 
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of tlie book value that relates to 1945 profits. Q owned 2,100 
shares of preferred stock (1,500 shares purchased from the 
company in 1934 and 600 shares in 1941) and 600 shares of 
cormnon stock (250 shares pirrchased from the company in 
1925 and 350 shares from R in 1937, the latter at S60 per share). 

Net worth, substantiallj' as reflected in the company’s 
latest but imaudited balance sheet (at December 31, 1944), 
follows: 

Preferred stock, no par value; issued — 

2,000 shares (in 1934) $179,500.00 

1,500 shares (in 1941) 142,500.00 $ 322,000.00 


(Preferred di\’idends, which are cumulative at the rate 
of $5 per share per annum, have been paid through 
December 31, 1943.) 

Common stock, no par value; issued — 

500 shares (in 1925) $ 25,000.00 

500 shares (in 1932) 50,000.00 


Appreciation reserve (original amormt in 1930, $186,000; 

less 5% per annum since January' 1, 1931) 

Reserve for renegotiation of 1944 contracts (final settle- 
ment on all contracts was made with the War Depart- 
ment in Februan', 1945, whereby, commencing hlarch 
1, 1945, a deduction of ^,500 was to be made monthly 
for each of 16 months from amoimts otherwise due from 

W ar Department for goods sold to it) 

Reserve for war-plant amortization (permitted as a de- 
duction from income on Federal income-tax returns). . . . 
Reserve for loss on inr-entorj- realization (unchanged since 
1940) : in^'entories now A-alued at lower of cost or market 
Reserw for 1944 income taxes (of this amount, upon the 
preparation of the compands return in March, 1945, 
$25,100 was needed to increase the accrued liability, 
shown imder current liabilities, to the amount of the 

tax due on 1944 net income) 

Sinking-fund reserve (S aimual provisions of $20,000, plus 
interest on sinking-fimd inr-estments; the sinking fimd 

relates to a 20-year $400,000 bond issue) 

Treasmn- stock: 300 preferred shares purchased from R at 

100 plus accrued dirndends on June 30, 1944 

Earned surplus 


Total $1,482,740.00 


* Red. 

Additional data have been collected by yon as follows : 

(a) Net profit per books for the three months ended Alarch 
31, 1945, were $26,250.00, after deducting (1) $21,360.00 for 


75,000.00 

55.800.00 

250.000. 00 

85.440.00 

105.000. 00 

100.000. 00 

179.350.00 

30,750.00* 

340.900.00 
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in 1933 and had cost the IT Company S25, .248.30. Salvage 
from the retirements, ^delding 82,525.00, had been credited to 
miscellaneous income for 1940. 

(b) Conmiencing udth the year following completion, 
composite annual depreciation of 5^ had been taken on the 
books of TT Company (827,693.98 for 1942) on the basis of 
engineers’ estimates of 20 years’ continuous useful life. At 
the end of 1953 it is planned to give the plant a residual value 
of 825,000 (820.000 before the 1935 additions), which it is 
estimated it udll ultimately ^ield as salvage, and to hold it as 
standby equipment, without further depreciation, in meeting 
occasional peak loads or other emergencies. The amount of 
TT Company's depreciation reseiwe on this generating plant 
at December 31, 1942, was 8225.018.71. 

(c) jMaintenance charges billed by T Company to TT 
Company dinhig 1942 amoxmted to 822.440.00, and during 
preAnous years, 8163,900.00. 

(d) All plant and maintenance work perfomied for TT 
Company by T' Company has been billed at cost to T* Company 
plus 10 per cent. 

ITou are required to coiTect the accoimts and to prepare a 
statement shouriug the computations of the eli min ations 
necessary in the cousohdated financial statements of the 5 
Company and its subsidiaries at December 31, 1942, and for 
the year ended on that date Depreciation is to be spread 
equitably ovei' the 20-year period indicated, beginning with 
the year following the installation. The constiuction profit 
is to be recognized in consohdated income only as the related 
assets are reahzed tluough depreciation or disposition. 


PROBLEM 144 
Bkaxch Accounts 

A'ou have been asked to examine as at April 30, 1943, 
the accoimts of a sales-and-seixfice branch of the Facile 
Tacumn Cleaner Company, located in Coatesrille. The local 
manager has admitted diverting to his own use as a ‘'•'temporari- 
loan’' collections on accoimts receivable amoimting to 81.275.- 
23, but denies any further peculations. You find that the 
general ledger and cei-tain other records have not been kept 
during the past year: the manager asserts that this omission 
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vras v.iiolly in the interest of sa-^ing expenses during a j'ear of 
curtailed acth-ities. The branch sells and semdces household 
equipment on both a credit and cash basis. 

The branch books -were audited at April 30. 1942, at Trhich 
time the accounts, as adjusted, sho'^ed the foilovring balances: 

Debit Credit 

Cash in bank, remitted May 5. 1942 S 64,741.37 

Customers' accounts 14.9S1.20 

Customers’ notes 2,520.00 

Inventorj* at retail 16,S96.43 

Equipment ledger S, 524.61 


Olnee e-xpenses p-aj-able $ 3,240.1S 

Accrued Da^Toll 2.125.00 

Home oSce 102,29S.43 


On the books of the borne office, an anah-sis of the account 
with the branch has been made as follows; 


Detail Amount 

Balance May 1, 1942 $102,29S.43 

Merchandise shipped to branch, at branch 

selling prices SS, 592.73 

Shop equipment purchased for branch, at 

cost 2,453.15 

Remittances for pa^Tneut of branch outside 

purch.a.«os 34,S34.6S 

Markup of outside purcha.ses to retail 11,611.56 

Salarj- of branch manager (in full for year paid 
directly by homo office) 3,S-30.00 6243,640.55 


Less credits — 

C.ash received from branch S103. 192.60 

Shop equipment retired, at original cost 2.500.75 

Bad debts approved for Tcritcoft $25.77 106,519.12 


BaLance April 30, 1943 $137,121.43 


Your inspection of the branch records is made on IMay 1, 
1943. In addition to cash in bank of $12,454.20, you find cash 
on hand of $134.00 which was the balance in a change fund 
of $500 established during the year; withdrawals by employees 
account for the difference and were made against the accrued 
pa\Toll of $2,565.00 at April 30, 1943. A fist of outstanding 
receivables at April 30, 1943, verified by telephone calls to 
customers, totals $16,248.29, not incluffing estimated un- 
collectible items of $675.33 still on the books, and not including 
imcollectible receivables of $S25.77 from the prerious year 
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whicli have been vritten off. One-half of the cnstomers' notes 
outstanding at the beginning of the year was collected; the 
balance is considered good. Purchases of merchandise whether 
through the home office or from the outside are taken into 
stock by the branch at the retail sales price and inventories 
are priced on the same basis. The warehouse mA'entor^*. at 
retail., on April 30, 1943.. you find to be 322,461.40; this amount 
includes outside purchases of $1,530 (cost; $2,040 retail) for 
which the home office has as yet made no remittance. Shop 
and office equipment is ptuchased through the home office 
which maintains depreciation reser\'es for them. In addition 
to the unpaid paAuoll and tmpaid outside purchases, mentioned 
above, office expenses unpaid at April 30, 1943, amoimt to 
$3,437.25. Prom a voucher record and other sotuces you 
determine that total payments dirring the year made directly 
by the branch for paAToU amounted to $3S,400.00, and for 
office expense, $2$,925.15. including in both cases the obhga- 
tions outstanding at the end of the preAdous year. 

Prepare a trial balance of the branch before closing as at 
April 30, 1943. as you belieA*e it should haA*e appeared; in- 
clude in the trial balance the imaccoimted-for balance, if 
any, and prepare a statement showing how it was computed. 

PROBLEM 145 
Ledger Axaetsis 

Tlie foUoAving trial balance of the books of the Berkeley 
Sales Company (a proprietorship estabhshed July 1, 1945) 
at December 31, 1946, has been handed to one of its creditors, 
and on the basis of the Sgiues submitted the creditor's ac- 
countant is about to prepare therefrom a balance sheet and 
operating statement. The trial-balance debits appear to 
exceed the credits by $9.00, but in Anew of the fact that the 
total debits and creffits for the year haA*e been giA-en, it has 
been suggested that you may be able to locate the error Avith- 
out recoruse to the books. You haA'e been asked, thereiore, 
to prepare an analysis of the accormts, showing (a) the probable 
relation of the A'arious debits and credits to each other and 
(b) one possible cause of the error and the reasons for your 
conclusion. 

Pollowing is the 1946 trial balance, together AAdth a trial 
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balance after closing as at December 31, 1945, wliich was given 
to the creditor a year ago: 

Trial Balances 

December 31, 1945 December 31, 1946 

Debit Credit Debit Credit 


Cash .? 80,-171.13 S 70,307.00 $4,271.75 

Customers’ accounts 65,385.57 62,379.75 2,055.69 

Investments 23,800.00 2,500.00 8,500.00 

Merchandise 57,138.87 48,908.91 15,944.31 

Fixed assets 15,801.80 145.00 10,5-40.80 

Reserve for depreciation ... . 1,837.07 8 527.34 

.Accounts payable 56,223.71 57,814.84 381.13 

Proprietor’s account 5,500.00 52,910.08 40,410.08 

Sales 1,520.37 03,329.88 

Cost of sales 48,346.80 

Expenses 12,293.88 

Interest received 340.00 


Totals 8300.482.13 8306,473.13 841,318.55 $41,318.55 


PROBLEM 146 

Institutional Statements 

From the follovnng account balances at June 30, 1945, 
obtained from the books of Zenith State University, prepare 
a statement of income and expense for the year ended on that 
date and a balance sheet at the close of the year, emplo}dng 


standard forms: 

Account Amount 


Accounts payable, general 8 3,800 

Accounts payable, student organizations 907 

Accounts receivable, general, not credited to income until 

realized in cash 23,640 

Advance from general fund to student-loan fund 5,000 

Advance from student-loan fund to student-organization fund. . 1,200 

Appropriation by legislature for current-year expenses, includ- 
ing 849,020 carried fonward from previous year 1,989,026 

Appropriation b}' legislature during current j'ear for jdant ad- 
ditions 200,000 

Book value of buildings, grounds, equipment 11,102,408 

Ca.sh — 

.Annuity fund 530 

Buildings-and-grounds fund 31,430 

Current operating fund, unrestricted 150,508 

E^do^\^ncnt fuml 14,377 

Restricted to special i)urj)oscs 23,144 

Student-loan fund. 7,114 

Student-organization fund 7,151 
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Exx^enses — 

Experiment station 465.107 

Instructional departments . 1.477.372 

General administrative office . 159.60S 

Library- . 104.223 

Organized activities relating to instruction 122.S-34 

Paj-ments to annuitants ... 4.000 

Scliolarsliips 10.739 

State agriculttnal extension. . . . 705,443 

Federal grants received 664.93S 

Gilts, temporarily classified as endowment. . . 2,953 

Gifts, unr^tricted . 37,590 

Income: fees, sales, interest — 

Annuity-fund interest 4.200 

Bookstore 1 17,06S 

Educ.ational dep.arrments. . . . 196.04S 

Endowment interest 23.75S 

Oiganized activities relating to instruction . 125.923 

Other commercial activities . 173. 71S 

Eesidence haUs . 96.019 

Student fees 394,679 

Student hospital 44.S93 

Student organizations, net . . 5.53S 

Inventories: general storerooms and service. . . . 72,S62 

Investments — 

Annuity fund . 119.470 

Endowment fund 717.754 

General fund S-3.4SS 

Student-loan fimd . . S.OSO 

Student-organization fimd. . 30,625 

Miscellaneous income 2.535 

Notes receivable — 

Student-loan fimd 42.290 

Student-oigimization fimd 2-3,165 

Notes pavtble — 

Plant additions ISO.OOO 

Student-organization fund . 14,595 

Operation and maintenance — 

Bookstore - 121.637 

Other commercial activities . 156.616 

Physical jilant - - 319.319 

Eesidence halls - ■ 5S.393 

Student hospital - . - 44.S93 

Pref>aid general expenses S.506 

Surplus, 7-1-4-1 — 

Annuity fimd • 120.000 

Buildings-and-ground'= fund. . . . 10.i53.S3S 

Current, unrestricted 49.026 

Current, restricted 

Endowment fund i29.1iS 

Outstanding orders and contracts 152.350 

Student-loan fund 

Student-organization fund. . o^S.635 
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The amount of §49,026 carried forward from the previous 
year and included in the legislative appropriation for the 
current year was a part of last year’s appropriation and was 
alreadj’’ on the books at June 30, 1944. On June 30, 1945, 
outstanding orders and contracts amounted to §107,039. 


PROBLEM 147 

Application of Funds 

From the following comparative balance sheets, abstracted 
from published reports, and other information, (a) prepare a 
statement of application of funds for the year, without ad- 
justing either balance sheet; and (b) attach brief comments on 
the propriety of the company’s accounting methods as re- 
flected in each of the numbered paragraphs below. 


BANNER INSTRUMENT COMPANY 


Abstract of Balance Sheets 
June 30, 1944 and 1945 

June 30 


Assets 

Cash 

War bonds 

Receivables 

Inventories 

Investment in subsidiary, 

Treasury stock 

FLxed assets, at cost 

Goodwill 

Totals 


Liabilities 

V and T loans 

Accoxmts payable 

Accnicd income tax 

Renegotiation liability 

4% serial bonds 

Rescr\-c for bad debts 

Reserve for depreciation 

Resen’o for contingencies. . . . 
Capital stock, SlOO par value 

Capital surplus 

Earned surplus 


1944 


S 135,123.68 

1,274,500.00 
384,769.46 
682,143.52 
172,025.62 

82,400.00 
3,286,340.05 
50,000.00 


86,067,302.33 


5 200 , 000.00 
18,139.88 
125,520.16 
51,500.00 

1.320.000. 00 
2,484.09 

1,129,472.71 

1.400.000. 00 
500,000.00 
234,693.83 

1,085,491.66 


86,067,302.33 


1945 

S 254,742.53 

1,534,147.00 
221,463.18 
1,119,055.80 
311,334.52 

3,335,715.26 


86,776,458.29 


$ 425,000.00 
82,081.70 
224,359.38 


3,145.56 

1,191,252.22 

2,181,160.97 

775,000.00 

152,293.83 

1,742,164.63 


86,776,458.29 


Totals 
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(1) Additional war bonds were purchased at a cost of 
$240,000; to the original cost of bonds o-^uied at the beginnins 
of the year was added -$19,647.00. the amoinat by which the 
surrender Talue of the bonds increased during the year. 

(2) The investment in Banner :Mfg. Co., a fiiUy owned 
subsidiaiy*, was increased by (a) a cash advance of -$150,000 
find (b) the subsidiain' s net income for the year of -$49,30S.90 
which was credited to earned surplus: and decreased by a cash 
dividend of $60,000. 

(3) Five himdred shares of treasury stock which had been 
pmchased at an average cost of $164.S0 per share were retired 
in August, 1944. and the premium was charged against capital 
surplus. The latter accoimt at Jime SO, 1944. consisted of 
contributions by stockliolders arising from the original sale 
of capital stock in 192S at $120 per share, and profits of 
$134,693.SS from the sale of capital assets. 

(4) Additions to fixed-asset accoimts were -S337.252.74: 
retirements, charged to reserves for depreciation, were $2S7,- 
S77.5S. 

(5) Groodwill, acquired in 193-5 when the net assets of the 
Jackson Optical Company were purchased for cash, was 
charged to capital surplus. 

(6) The company's liabiliri- for income and excess-profits 
taxes for the year ended Jime 30. 1944, was settled for -$112.- 
346.50, and the charge to expense for the following year, 
decreased by the excess accrual, was $211,155.72. 

(7) The liability finally established on the renegotiation 
of war-contract profits for the year ended Jime 30. 1944, was 
$20,000: the balance of the accrual was credited to earned 
surplus, none being reoyiired at Jime 30. 1945. 

(S) The 4Ci serial bonds were repurchased on the market 
at 102 and canceled, the premium being chaiged to earned 
surplus. 

(9) Depreciation expense, added to depreciation reser\*es, 
was $472,220.05. At the conclusion of certain war contracts, 
the machinery' in Plant A on wiiich maintenance had been 
neglected for several years was extensively overhauled and 
reconditioned; the cost of $122,563.01 was charged against 
the depreciation resen-e. 

(10) ATaclnner^* belonging to the Government was taken 
out of Plant B at the Government's expense. The compamy's 
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OTTFi equipment, removed, in 1942, Tras restored, and in some 
instances replaced, at a cost to the company of S46S.S39.03 
vrhich Tvas charged against the resen'e for contingencies. An 
addition to the reseree of SI. 2-50.000. charged to profit and 
loss,, was authorized by the Board of Directors in order to 
absorb other similar costs and to absorb excessive overheads 
and other nonproductive expense pending the resumption of 
full peacerime production. 

(11) A stock diUdend of 50 per cent was declared and 
paid in December, 1944. 

(12) An option to purchase for cash 1,000 shares of the 
company's capital stock at S75 per share,, given to officers hi 
1943 when the market price of the stock was 9S, was exercised 
in Febniary, 1945, when the market price was 122. Par was 
credited to capital-stock accoimt, and the discoimt of -?25 
per share was charged to earned smpliis. 

Xet income was SS52,264.07. 

PROBLEM 148 
CoxsoLiD.^TixG Worksheet 

Following are trial balances of A Company and its sub- 
sidiary*. B Company, at December 31, 1945. From them and 
the other information given, prepare a consolidating work 
sheet. 
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Provision for income taxes. 
Dividends paid 

Total debits 


600.000. 00 420.000.00 

100.000. 00 20.000.00 


S10.264.SOO.00 S4.616.000.00 • 


Credits 

.4 Comp.any 

S Company 

Accounts pnvabic 

.. S 76.200.00 

$ 60.500.00 

Accjmed income mxes 

624.S00.00 

431.400.00 

Othcj acemed exjiense 

10.000.00 

4.000-00 

Ad^■^mccs from .4 


220.000.00 

Reserve for bad debts 

2.600.00 

3.200.00 

Reserve for depreciation 

. . 1.420.600.00 

302.300.00 

Reserve for sroodwill 


54.000.00 

Reserve for postrvttr adjustments. . . . 
First-mortEKttm bonds 

1.000.000.00 

SOO.000.00 

445.000.00 

First-morTtsnte 4^7 bonds 


200.000.00 

Capital stock 

Paid-in surplus 

1.000.000.00 

50.200.00 

200.000.00 

Earned surplus 12-31-44 

424.700.00 

36.200.00 

Sales 

Interest on — 

4,707,300.00 

2,644,500.00 

War bonds 

20.400.00 

5.000.00 

Intercompanv bonds 

Advtmces to R 

Dividend receh'cd 

Xet profit 

7.200.00 

11.700.00 

16.200.00 

000.00 


Total credits. 


S10.264.SOO.00 S4.616.000.00 


-■1 Company on ^Tannary 1. 1937. pnrcliascd from seciuity 
holders its SI per cent interest in the capital stock of B Com- 
pany and 90 per cent interest in B Company bonds, the total 
consideration being SolO.OOO of which S210.000 was allocated 
to the bonds. Because the piupose of the pm-chase was to 
obtain additional faciUties for the manufacture of -1 Com- 
pany’s products, the goodwill appearing on the books of B 
Company (wliich had put out an entirely different product) 
was regarded as haAdiig no further value and its amoi'tization 
over a 15-year period was immediately auihorized. The earned 
surplus of B Company as shovm by its books on December 31, 
1936, was 3150,000. The 25-year iiisr-mortgage 4 per cent 
bonds had been originally marketed on December 31, 1929, 
nt 96M- 

Tor scvei-al years a pari of the output of B Company has 
been an intermediate product sold to .1 Company at a uni- 
form markup of 20 per cent (on sales). Sales of this character 
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recorded on B Company’s books were $258,000 for 1945, of 
which $64,500 remained in A Company’s inventory at the 
end of the year; the corresponding amomit in A Company’s 
inventory at the beginning of the yeai’ was $82,000. 

A Company'- has made advances to B Company on which 
the latter pays interest semiannually in cash at the rate of 
6 per cent per annum. During 1945 (on July 1) an additional 
$50,000 was advanced. 

A Company constmeted a building, at a cost of $100,000, 
which, on January 1, 1940, was turned over to B Company 
for its use at a price of $120,000. Depreciation of 3 per cent 
has been acemed thereon since that date. 

PROBLEM 149 

Partnership Accounts 

A, B, and C are members of a partnership which was 
recently dissolved, and you have been asked to prepare a 
sununaiy operating statement for them; a statement which 
will show the basis on which a final distribution should be 
made. 

The business conunenced operations on January 15, 1944, 
by A and B, each contributing $15,000 in cash and their full- 
time services. C entered the business on August 31, 1944; he 
contributed his seiwices but no capital. Annual salary allow- 
ances were agreed on as follows: A, $10,000; B, $8,000; C, 
$12,000. Interest of 10 per cent per annum, if earned, was to 
be allowed at the end of each calendar year on contributed 
capital. Profits and losses were to be shared thus: % to A 
and % to B; after the admission of C, % to A, % to B, and 
K to C. 

No regular books of account were kept, but the following 
casli data has been obtained; 


1-15 Liisl 4 2 mo. 

Particulars to 8-31-44 mo. 1944 1945 194G 


Sales (all cash) $63,788.46 $141,752.14 .$496,132.49 $7,087.61 

Purchases 40,219.22 83,192.25 398,962.88 8,321.42 

Iloiit and other fixed charges. . 20,465.57 11,851.52 35,182.55 7,332.66 

Other expenses 5,258.75 3,815.60 24,480.95 1,882.73 

Withdrawals 3,000.00 2,400.00 7,200.00 1,200.00 


Of the purchases, items totaling $34,563.28 remained on 
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hand, and after the above schedule had been prepared vere 
sold back to suppliers at a discount of 25 per cent. The cost 
of merchandise sold is to be spread in proportion to sales. 
Rent and other fixed charges are to be redistributed prorata 
over the 2532 months of the partnership life; other expenses, 
on the basis of sales. '\Mthdrawals consist of $200 per month 
for each partner. 

PROBLEM 150 
Gross-pboftt Changes 

Prom the information following, prepare a brief analj-sis 
of gross-profit changes during the past two j-eare (singte, and 
for the two years together), suitable for inclusion in the profit- 
and-loss section of a report to j'oiir client, Barker Manu- 
facturing Companv, for the calendar j'ear ended December 31, 
1945. 


Year 

Product 

A B 

C 



— 


1943 

$325,000 

Sales 

$60,000 

$450,000 

1944 

250,000 

66.000 

500,000 

1945 

200,000 

63,000 

560,000 

1943 

Materials 

130,000 18.000 

90.000 

1944 

87,500 

19.800 

150.000 

1945 

60,000 

18,900 

224,000 

1943 

65.000 

Labor 

10,200 

45.000 

1944 

45.000 

11,220 

100.000 

1945 

30,000 

10,710 

168,000 


Pactorj'-oTerliead costs during 1943 ■were S9S,564; 1944, $124,976; and 1945, 
$146,097. They may be spread on the basis of direct-labor costs. 

Units of product sold were as follows: 1943: A, 6,500: B, 
600: and C, 18,000. 1944: A, 5,000: B, 660; and'C, 25,000. 
1945: A, 5,000; B, 630; and C, 20,000. 

PROBLEM 151 
Recoxstrtjctiox of Books 

The retail store of John Pj-x was destroyed by fire on 
Alarch 20, 1946, and only a few items were salvaged. You 


286 


PROBLEM 151 


have been asked to prepare financial statements of the business 
as at that date, incorporating the losses and other adjust- 
ments described below, and distinguislung carefully between 
losses attributable to the fire and those pertaining to opera- 
tions. From the general ledger, the one book of account saved, 
the following figures were abstracted as at Febniary 28: 


FLKtures 

Reserve for depreciation 


S 8,672.77 

Customers 

Petty cash 

Casli in bank 

Bank loan 

53,483.82 

250.00 

5,285.01 

10,000.00 

John Pyx, capital 


130,251.20 

Merchandise 

Sales 

106,836.38 

59,977.39 

Expenses 

32,502.89 


Correspondence with creditors revealed unrecorded obligations 
to wholesale houses as at March 20 amounting to 817,100.60, 
and an inspection of checks returned from the bank at the 
end of March, amounting to $22,924.83, indicated payments 
to creditors from Mai'ch 1-20 of $15,267.82, the balance 
representing cash vdthdi'awals by Mr. Pjrx. Merchandise in 
transit at March 20 was recovered by suppliers and not billed. 
Bank deposits during that period, as shovm by the bank 
statement, amounted to $20,929.64 and, with the exception 
of a refund of $200.25 on Mai'ch 2 from a merchandise creator, 
which Mr. Pyx recalls that he deposited shortly thereafter, 
these maj^ be assumed to be pajunents on account bj'' custom- 
ers. Indebtedness acknowledged by customers totaled 852,- 
876.45, but it is estimated that $10,000 more due from them 
will never be aclcnowledged or recovered. Of the acknowledged 
indebtedness, $1,000 vdll probablj'^ be uncollectible. Returns 
to suppliers, not yet accounted for b}’’ them, amounted to 
$2,503.72, of which it is estimated that, in line with similar 
claims in the past, no more than half vdll ultimately be allowed. 

The merchandise stock was insured for $50,000. An 
agreement has been reached with the insurer whereby the 
claiilv^of the insured (a) vill be based on the assumption that 
the arithmetic average of the two gross-profit ratios for the 
fiscal 5 ='ears ended October 30, 1944 and 1945, was in effect 
during the 4 % months ended Alarch 20, 1946, and (b) vill be 
jraid, up to the face ^'a]ue of the polic}'’, in accordance with j'our 
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Cf.pital stork, common, no par value — 

100.000 shares authorized, 56.000 shares issued 


snd in hrmds of public 

CnoitrJ surplus 

$ 224.000.00 

38,000.00 

262,000.00 

Current InbUlries (detad omitted) 


388,000.00 

Resen'cs for — 

Bs.d debts 

Posrsmr rehsbilitaiion 

Depreciation 

Tire d: accident insurance 

8 2.000.00 

1,000.000.00 

384.000.00 

60,000.00 

1,446,000.00 

Surplus 


2,671,000.00 

Toial liabilities 


84.857,000.00 


On April 30. 1946, half of the shares of the treasury* pre- 
ferred stock which had been purchased in 1942 at $15 per share, 
were sold at -S19 per share, the proceeds being credited to the 
treasuin'-stock account. 

The preferred capital stock carries an annual di%'idend 
rate of SI per share, and the dividend is ciunulative. As at 
April 30, 1945, unpaid di-cidends attaching to each share 
amounted to SS of which So was liquidated on Januan* 1, 
1946. by the acceptance by preferred stockholders of a 
dend of 9.000 shares of uo-par-value common stock on which 
a value of So per siiare had been declared. 

Capital surplus is the balance of a 50 per cent premium 
contributed in 192S by stockholders on the original issue of 
prefen-ed shares, less a deduction of S12,000 occasioned by the 
sale in 1940 of land the original “cost"' of which had been part 
of the consideration paid in by the preferred stockholders. 

Balances in the resenns for bad debts and depreciation 
at April 30. 1946, were S2.200.00 and S401, 000.00, respectively. 

The resenn for postwar rehabilitation was created in the 
preceding year by a pro^•ision out of income for a like amount. 
The intent was to set aside profits for possible but unknown 
future contingencies. During the ciurent year, the sum of 
SoOO.OOO. also charged to income, was added to the reserve, 
and plant-extension costs, amounting to S2S5,000.00, and 
relating to the manufacture of a postwar product unlike any- 
thing the company had pretdously put out, were charged 
against the reserce. 

The fire-insurance reserve was increased during the year 
by a further provision of SI 0.000 charged to profit and loss, and 



PROBLEjM 153 


289 


decreased by $2,000.00 — the cost-less-depreciation of a. build- 
ing destroyed by fire on AprU 15, 1946. Additional costs 
arising out of the fire, and not jet appearing on the books, 
for injmies to persons are expected to amount to $1,500.00. 

Surplus, as shown on last 3 ^ear’s balance sheet, consisted 
of the value, ten j’^ears ago, of a donated plant site, amounting 
to $134 000.00; gains of $6,300.00 from the sale in 1941 of 
2,000 shares of treasurj’- preferi-ed stock in excess of its ac- 
qiusition cost of $12 per share; and earned smplus, $2,530,700. 
Dm-ing the past j’-ear, chai-ges for the di^*idend in no-par- 
common stock and for an adjustment of $4,100 in the premous 
3 '-ear’s tax hability reduced the account to $2,621,900.00. 
Book net income for the j'ear amounted to $222,500.00. 

PROBLEM 163 

Recapitalizatiox Distributiox 

The stockliolders of Hamper Manufacturing Companj' on 
]\'Iarch 15, 1946, approved a plan of recapitalization whereby 
$10-pai' shares of a newlj’’ authorized issue of common stock 
were issued in exchange for the prefeived and common stock 
then outstanding. The plan involved calling in immediate!}’ 
all old shares and the issuance at par, not later than April 1, 
1946, of the new shai'es, based, according to the stockholders’ 
minutes, on “the book value, as the term is commonl}’- em- 
ploj’ed b}’^ accountants, of the old shares at Januar}’- 31, 1946.” 
Your client, Fred Jones, who owned 176 shares of preferred 
and 120 shares of co mm on, received in the exchange 1940 
shares of the new stock; in a letter from the compan}’- he was 
informed that 1760 shares related to his preferred and ISO 
to his common holdings. He has requested that j’ou remew 
the basis of the distribution, and, if ^nu find it in error, that 
3 ’ou determine what the distribution to him should have been. 

Relevant financial transactions of Hamper JManufactnr- 
ing Companj’ have been as follows: 

Itf'm Date Transaction 

1 1925 6,000 shares of no-par-valne common stock were mar- 

keted at S20 per share of which $15 was regarded as 
stated value and $5 as paid-in surplus. 

2 1926 1,000 shares of no-p3r-^-alue preferred stock, bearing a 

ciumdative-dividend rate of $5 per share per annum, 
were marketed at $100 per share of which $75 was re- 
garded as stated value and $25 as paid-in surplus. 



290 


PROBLEM 154 


3 


4 


5 


6 

7 


S 


9 


1928 4,000 shares of no-par-valuc common stock were mar- 

keted at $24.50 a share (which reflected the accumula- 
tion of earned surplus) of which $15 was regarded as 
stated value and $9.50 as paid-in surplus. 

1930 A loss of $26,572.45 from an unsuccessful business \'cn- 
ture carried on during 1929-1930 was charged to paid- 
in surplus, learung a balance of $60,427.55 in the 
latter account. 

1939 Operating losses, which had absorbed the balance of 
earned surplus as at Januarj- 31, 1939, continued 
through Januarj' 31, 1945, and di\'idends, though 
fonnallj' accrued on the books, have not been paid 
since Januarj- 31, 1939, except as noted in item 8 be- 
low. The accimmlated deficit on the books at Januarj’ 
31, 1945, was $85,675.78. 

1-31-39 Balance in the preferred-stock nccnied-di%'idends ac- 
to count, accrued at $5,000 per j-ear, less pnj-ment noted 

1- 31-46 in item 8 below; $32,000. 

1944 A purchase, from a retired vice-president, of 800 shares 
of common stock at $21,340, represented the price at 
which the stock had been originallj’ sold ($24.50 per 
share) plus 15 per cent of his gain on the transaction 
(he had purchased the shares in 1940 from another 
stocklroldcr) in order to compensate him for estimated 
income tax on the gain. 

2- 1-45 A repurchase, from a stockliolder, of 100 shares of pre- 

ferred stock at $14,000, representing the redemption 
price of $110 per share at which, bj- original agreement 
with preferred stockholders, preferred shares must be 
purchased or redeemed bj' the companj-, plus accnied 
diwdcnds of $3,000. 

2-1-45 Net profit for j-ear, per books, after deducting preferred- 
to stock-di^’idend accnial for j-ear ; $35,488.23. 

1-31-4G 


PROBLEM 164 

Trial-b.\lance Analysis 

During the course of an annual audit of a corporation 
which distributes electrical products, you have been given the 
assignment of examining the accounts of a branch office in 
Keokuk. You are handed a trial balance, prepared bj'' the 
branch bookkeeper and reproduced below, and you obseiwc 
that the books do not appear to be in balance. Your principal, 
preparing an audit program, asks you to analyze the trial 
balance in an effort to ascertain, from the information at 
hand, whether the ]Dossible source or sources of error may be 
discovered. Make such an analysis. 
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ELPROco, INC— ee;okue: branch 

Trial Balances 

Ledger totals fiscal 
Balances 4-50-45 year ended 4-30-46 


Accoimt 

Dr. 

Cr. 

Dr. 

Cr. 

Cash 

. . . . S 34,201 


S 386,626 

S 355.S4S 

Receivables 

6G,5S7 


414. loS 

352,462 

Inventorj' 

.... 124.912 


420,580 

234.798 

Fixtures 

3,01S 


3,152 

150 

Depreciatiou reserve 


S 1,995 

130 

2.305 

Accounts parable 


6,377 

106,734 

116.641 

Interoffice accoimt 


220,346 

250,000 

493,856 

Sales 



422 

347,571 

Cost of sales 



231.140 


Sales commissions 



26.493 


Advertising 



10,500 


Other sales expense 



6.S25 


Executive salaries 



15,000 


Emplovees’ bonuses 



4.500 


Administrative expense 



5.098 


Home-ofiBce supervision 



20.000 


Obsolete stock 



2.45S 

365 

Postinff error 



180 


Totals 

S22S.71S 

$22S,71S 

Sl.903.996 

Sl.903,996 

PROBLEM 155 

Adequacy of Depkeciation Res 

;ekve 



You have been asked by a client to suggest a method for 
testing the adequacy of depreciation reserves. Illustrate such 
a method, using as a basis the data that foUovs, and compute 
vrhat 3 *ou believe the reserve requmement should be at De- 
cember 31, 1945. 

A careful sruvey and anah'sis of factor^' machinein' by 
company engineers vas made dining 1945. A controlling asset 
account, maintained at cost and appearing in the general 
ledger, is in agreement vrith the anaD'sis, but the general- 
ledger accounts ‘‘Eeseive for Depreciation, Factors- hla- 
cliinerj-,'’'' is the balance remaining from tliree classes of entries 
■which have been made consistently since the reser\-e was 
established at the inception of the companj- in 1923: credits 
from annual provisions for depreciation of 5 per cent of the 
coutrol-accoimt balance at the begi n ning of the year (with- 
out allowance for scrap value), and from sales of salvage 
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realized from machinery disposed of; debits for the full cost 
of machinery’' retired. 

There ^ye^e 1,000 macliines on hand and in active use on 
Januaiy 1, 1945, and for the purposes of this problem j^ou 
may assume that the age, utility, and remaining life of the 
machines shoum in the analysis are statistically representative 
of the entire 1,000, and that the figures for cost, depreciation, 
present reserve, and resen^’e requirements for the ten samples 
are each precisely 1 per cent of the same data for the 1,000. 
The macliines liaA’^e all been similar in design and performance, 
the gross investment has remained quite constant since 1925, 
and there has been but little change in their expected future 
utility. 

The only entries in the machinery and resers'-e accounts 
during 1945 have been to record a purchase of 86,000; and 
salvage, on an old macliine retired, amounting to 8100. 

PRECISION PRODUCTS COMPANY 
Analysis of factory machinery on hand as at January 1, 1945, plus purchases 
during the year: an extract from a report of company engineers 



Year 

Remain- 


Machine 

Ac- 

ing Use- 


Number 

quired 

ful Life 

Cost 

112S51* 

1923 

1 

S 8,000 

674-X 

1923 

2 

4,000 

1200105 

1925 

6 

12,000 

342 

1920 

2 

0,000 

7051 

1928 

4 

8,000 

01990 

1931 

7 

2,000 

04713 

1938 

11 

22,000 

Pc-32 

1941 

9 

18,000 

184753 

1942 

20 

8,000 

R-X 

1942 

15 . 

0,000 

1343 

♦ Retired in Scptcraber, 19-45. 

1945 

25 

0,000 


Balance of actual reserve on books 
at January 1, 1945 .S4S,000 

4 

For the past twenty years salvage has averaged 2 per 
cent of -cost. 

PROBLEM 166 

U Labor-bonus Percentage 

ine the bonus percentage called for in a labor- 
manageiL’Cnt contract under the conditions outlined below. 



PROBLEM 156 


293 


M Company had been engaged in the manufacture of war 
products until October 1, 1945, the beginning of its present 
fiscal 3 ''ear; at that time it retmmed to the production of two 
models of a patented can opener the demand for winch had 
been steadilj’^ increasing. The OPA had allowed a price in- 
crease of 10 per cent on each of the two models; but, facing 
ultimate competition, the management has thus far kept the 
prices at prewar levels. Wartime experiments have brought 
about certain substitutions of materials, improvements in 
the operation and durability of the product, and alterations 
in the fabricating process. The effect of these changes on 
costs is still uncertain. 

To stabilize labor costs, an agreement vdth the local 
factory-workers’ union was entered into on September 30, 
1945; follovnng are excerpts: 

"Clause 5a: It is mutuaUj'^ recognized that anj’- increase 
in the prices of the companj'^’s products is undesirable at 
this time unless formula earnings, defined in clause 5d, fall 
below the minimum earnings specified in clause 5c, in which 
event prices viU be so adjusted as to compensate for the 
deficienc3^ 

"Clause 5b: It is mutuallj’’ recognized that normal profits 
are the joint product of labor and management; and that if 
the units of either model sold during the ^’•ear exceed the 
minimum sales quota specified in clause 5d, labor’s portion 
of the consequent additional earnings over and above the 
minimuTn specified in clause 5c will be determined as follows: 
to such additional earnings wiU be added the formula over- 
time differential described in clause 5d; and one-half of the 
resultant total, less the formula ovei'time differential, vnU be 
set aside in the books of account as an emplo 3 ’ees’ bonus and 
vdll be paid in cash vithin 30 da 3 's following the close of the 
fiscal 3 "ear, on the basis of the total wages, including overtime, 
for such 3 ^ear, of each emplo 3 'ee. 

"Clause 5c: The minimum earnings referred to in the two 
precechng clauses will be $240,000 for the 3 ’ear ending Sep- 
tember 30, 1946, tliis figm-e being the net profit (i) desired 
b 3 ' the management for income taxes, di^•idends to stock- 
holders, and additions to smplus, and (ii) resulting from the 
application to a minimum sales estimate of the cost allowances 
provided in clause 5d. 
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"Clause od: For the fiscal year ending September 30, 
1946, the earnings fonniila \\*ill be as follows; 

salcs-q^wta vniis aJid prices: jNIodel xV, 1,250,000 
units at 32 i^er unit; Model B, 1,000,000 units at 60 
cents per unit. 

Cost aUoicances — 

Material: Jvlodel A, 50 cents per unit; hlodol B, 11.7 
cents per unit; 10 per cent to cover extra costs of 
storing and handling udll be added to material re- 
quired for the production of units in excess of either 
of the above sales quotas. 

Labor, on the basis of a 40-hour week and production 
to equal the above minimum sales quotas: IModel A, 
62.4 cents per unit; Model B, 19.5 cents per unit; 
in the event of sales exceeding these quotas and a 
coiTesponding increase in production (which will be 
accomplished by the overtime emploAunent of the 
present labor force), it may be assumed ( 1 ) that the 
quantitj’’ of output per labor hour uill remain con- 
stant, and ( 2 ) that the increment in unit cost because 
of overtime (referred to in clause 5b as "overtime dif- 
ferential”) maj’' be obtained bj’’ appljdng the factor 
.04 to the above unit labor cost for the production of 
an added quantity, of either model, of 10 per cent or 
less, and the factor ,08 for the production of an added 
quantity greater than 10 per cent but less than 20 
per cent; abo^'e 20 per cent, the factor for added 
production will be determined by negotiation. 
Overhead: 6 G 73 per cent of labor cost, including overtime. 
Selling: 8 per cent of selling price. 

Advertising: 6 cents per unit sold. 

Adfnijiistrative: 4 per cent of all above costs. 
i\Iini7ni(m cainiings, representing the excess of minimum- 
quota sales over cost allowances: 3212,000 for IModel A, 
and 328,000 for iModel B. 

Except for the additional cost allowances above provided, the 
cost ratios or unit costs will not be influenced or modified 
during the year by actual costs; but the formula estimate of 
units to be sold will be changed to accord with actual units 
sold per books, and the formula cost allowances will be ap])licd 
against such altered sales in order to determine whether the 
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mimmum earnings sliomi above, and specified in clause 5c, 
are less than or in excess of the formula earnings so remsed. 

‘‘Clause oe: At the beginning of the second half of the 
fiscal year, the companj-'s regular independent accountants 
nill be requested to prepare a preliminaiy estimate of the 
bonus, stated as a pei'centage of total labor cost, including 
overtime, and based upon latest available estimates of total 
miits to be sold for the fiscal year. . . 

You are given a sales-department estimate as at hlarch 
31, 1946, shoeing quantities to be sold during the full fiscal 
year ending September 30, 1946: these exceed formula sales- 
quota unit estimates b}' 15 pei* cent for IModel A, and 5 per 
cent for hlodel B. 
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